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The  following  report  of  the  Executive  Office  of  Human  Services, 
Office  of  Auditing  and  Accounts,  is  respectfully  submitted  to  the 
Senate  Committee  on  Ways  and  Means  in  accordance  with  the  requirements 
of  Chapter  164,  Acts  of  1988,  Item  4001-0010,  which  provides,  in 
pertinent  part:   "...  that  the  office  shall  submit  semi-annually  to 
the  house  and  senate  committees  on  ways  and  means,  to  the  rate  setting 
commission,  to  the  office  of  the  state  auditor  and  to  the  secretary  of 
the  executive  office  for  administration  and  finance  a  report  on  the 
audits  performed,  including  the  number,  status,  and  summary  of  such 
audits,  and  the  status  of  such  responses  as  are  requested  from 
government  agencies  and  human  service  vendors  . . . " . 

This  administration  has  made  a  major  commitment  to  management 
reforms  to  ensure  the  performance  of  human  service  agencies,  and  of 
human  services  providers  in  state-funded  contracts. 

The  Office  of  Auditing  and  Accounts  has  served  an  important 
function  in  reviewing  the  results  of  implementation  of  such 
initiatives.   It  has  been  one  of  several  ways  of  evaluating  systemic 
issues  and  suggesting  corrective  action.   The  existence  of  a 
professional  audit  function  like  EOHS/OAA  also  has  served  as  an 
effective  tool  for  monitoring  compliance  with  statutes,  regulations, 
and  proper  recordkeeping  practices.   EOHS/OAA  has  been  part  of  our 
overall  commitment  to  ensuring  the  continuing  integrity  of  the  human 
service  system. 
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It  should  be  noted  that,  due  to  the  extraordinary  budget 
circumstances,  a  major  reduction  in  staffing  at  EOHS/OAA  was 
necessary.   Once  a  32  -  person  unit,  it  is  currently  staffed  at 
nine.   While  such  functions  are  very  important,  cuts  in  staff 
providing  direct  care  within  EOHS  agencies  was  an  even  more 
devastating  alternative.   Further,  H.l  contains  a  proposal  to 
eliminate  EOHS/OAA  in  FY  1991,  as  part  of  a  consolidation  of 
administrative  functions  at  the  Executive  Office  for 
Administration  and  Finance.   This  report  is  expected  to  be  the 
last  you  will  receive  from  EOHS/OAA. 

As  you  will  see,  the  cases  and  statistics  included  in  this 
report  look  back  at  agency  and  contracting  activity  between 
fiscal  years  1986  and  1987.   As  a  result  of  similar  findings  in 
earlier  audit  reports  and  other  studies,  EOHS  has  initiated  a 
number  of  management  reforms  in  the  purchase  of  service  system 
over  the  past  few  years.   These  initiatives  have  been 
implemented  beginning  in  FY  1986,  and  continuing  through  FY  1990 
and  future  years. 


Should  you,  or  members  of  your  staff,  have  any  questions 
regarding  this  report,  or  a  specific  audit,  please  contact 
Bruce  F.  Blaisdell,  Director,  Office  of  Purchase  of  Service,  at 
727-7600,  extension  531. 
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EXECUTIVE  OFFICE  OF  HUMAN  SERVICES 

OFFICE  OF  AUDITING  AND  ACCOUNTS 

SEMI-ANNUAL  LEGISLATIVE  REPORT 

FISCAL  YEAR  1990 


SECTION  I 


RESOLUTION  IMPACT 


EOHS/OAA  continues  to  be  the  only  governmental  function  auditing,  on  a  regular 
basis,  a  broad  spectrum  of  human  services  providers,  which  hold  over  $960  million 
in  state-funded  contracts. 

•  EOHS/OAA  has  resolved  473  audit  cases  since  establishing  the  original 
Audit  Resolution  Policy  in  FY  1985.  Of  those,  408  have  been  audits  of 
human  services  provider  organizations,  and  65  have  been  audits  of 
EOHS  agencies  or  facilities.  During  the  first  half  of  FY  1990,  23  cases 
were  resolved,  including  a  review  of  $46  million  in  total  revenue  received 
by  providers.  In  375  of  the  408  cases,  concerning  audits  of  providers, 
specific  issues  of  administrative  deficiencies  have  been  referred  to 
purchasing  agencies  (e.g.,  DMH,  DMR,  DSS,  DPH).  Those  issues  range 
from  record-keeping  deficiencies,  to  questionable  expenses,  to  non- 
compliance with  contract  requirements.  In  each  case,  EOHS/OAA 
requires  the  purchasing  agency  to  negotiate  and  submit  for  review  a 
written  administrative  agreement  signed  by  the  provider,  which  effective- 
ly addresses  each  issue  within  an  appropriate  time  frame. 

EOHS/OAA  also  directs  the  recovery  of  funds  from  provider  organizations  contract- 
ing with  EOHS  agencies,  based  on  audit  findings. 

•  As  of  December  31,  1989,  EOHS/OAA  has  recovered,  or  has  directed 
EOHS  agencies  to  recover,  $2,867,050  overall  since  FY  1983  (see 
Section  III).  Of  that  amount,  $1,299,612  has  been  recovered  or  will  be 
recovered  under  existing  repayment  agreements. 

•  Additional  findings  questioning  reimbursement  in  the  amount  of 
$604,727  have  been  reviewed  and  resolved  to  the  satisfaction  of 
EOHS/OAA  and  of  the  remainder,  $962,711  is  currently  in  process  of 
negotiation  between  providers  and  EOHS  agencies. 
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In  many  cases,  EOHS/OAA  has  also  referred  other  audit  findings  to  other  agencies 
that  possess  statutory  or  regulatory  authority  to  take  corrective  administrative 
actions.  In  this  way,  EOHS/OAA  helps  ensure  compliance  with  applicable  laws  and 
regulations.  For  example,  EOHS/OAA  referred: 

•  88  cases  to  the  Attorney  General  (primarily  concerning  issues  within  the 
jurisdiction  of  the  Public  Charities  Division); 

•  152  cases  to  tax  agencies,  93  cases  to  the  Internal  Revenue  Service, 
49  cases  to  the  Massachusetts  Department  of  Revenue,  and  10  cases 
to  the  Division  of  Employment  and  Training,  concerning  discrepancies 
in  the  filing  of  tax  data  and  payment  of  taxes; 

•  23  cases  to  the  Department  of  Labor  and  Industries,  concerning  dis- 
crepancies in  payment  of  wages; 

•  272  cases  to  the  Rate  Setting  Commission,  concerning  issues  of  poten- 
tial adjustments  to  rates  and  of  filing  of  cost  data; 

•  6  cases  to  the  State  Ethics  Commission,  concerning  issues  of  potential 
conflict  of  interest; 


• 


61  cases  to  the  Secretary  of  State,  concerning  discrepancies  in  cor- 
porate filing  requirements. 


As  noted  above,  in  addition  to  resolving  audits  of  provider  organizations, 
EOHS/OAA  has  resolved  65  audits  of  the  EOHS  agencies  themselves,  including 
agency  divisions  or  facilities.  These  audits  include  those  conducted  by  EOHS/OAA, 
and  by  the  Auditor  of  the  Commonwealth.  Issues  cited  range  from  weaknesses  in 
record-keeping  and  interna!  control  systems  for  safeguarding  assets,  to  lack  of 
proper  control  over  client  funds,  to  potential  lost  revenue. 

•  In  every  case,  EOHS/OAA  required  the  agency  to  submit  for  review  a 
written  plan  of  actions  taken  to  correct  deficiencies  cited  within  ap- 
propriate time  frames. 

•  EOHS  brought  23  cases  to  the  attention  of  the  Office  of  the  Comptroller 
(primarily  concerning  issues  of  failure  to  adhere  to  required  state  ac- 
counting procedures);  2  cases  were  brought  to  the  attention  of  the 
Attorney  General. 
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Another  important  function  performed  by  governmental  auditors  generally,  includ- 
ing EOHS/OAA,  is  to  generate  data  for  executive  agency  managers,  and  for  the 
legislature,  concerning  systemic  issues.  Over  the  past  several  years,  audit  reports 
conducted  and  resolved  by  EOHS/OAA  have  contributed  significantly  to  the 
analysis  and  discussion  of  many  important  management  reforms  or  improvements, 
implemented  by  EOHS  and  its  agencies,  and  EOAF,  in  the  area  of  purchased 
services.  These  include: 

•  the  new  Uniform  Financial  Report  approach  issued  by  the  EOAF  Office 

of  Purchased  Services; 

•  clarification  of  the  roles  and  responsibilities  of  purchasing  agencies,  the 
Rate  Setting  Commission,  and  EOHS  itself; 

•  issues  concerning  "surplus  funds"  and  "deficits",  so-called,  and  policies 
addressing  those  concerns,  such  as  the  EOHS  Fiscal  Procurement 
Resolution  Policy  (a.k.a.  the  "Re-Use  and  Recovery  Plan"); 

•  the  EOHS  Early  Warning  and  Vendor  Assistance  Program: 

•  the  establishment  of  Pre-Qualification  Standards  for  contracting; 

•  improvements  to  the  EOHS  General  Conditions:  and 

•  highlighting  the  need  for  the  evaluation  by  EOHS  agencies  of  the  quality 
and  effectiveness  of  programs  and  services  to  Commonwealth  clients. 
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SECTION  II 


OVERVIEW 


The  Executive  Office  of  Human  Services,  Office  of  Auditing  and  Accounts 
(EOHS/OAA),  is  located  in  the  cabinet  secretariat  which  oversees  eighteen  line 
agencies,  including  major  purchasing  agencies  (e.g.,  DMH,  DMR,  DSS,  DPH)  and 
the  Rate  Setting  Commission.  These  agencies  collectively  purchase  over  $960 
million  in  services  from  providers  per  year. 

During  the  first  half  of  fiscal  year  1990,  several  significant  developments  occurred 
affecting  EOHS/OAA: 

•  Over  the  past  five  years,  EOHS/OAA  has  recovered,  or  directed  its 
agencies  to  recover,  $  2,867,050  in  funds  as  a  result  of  audit  findings. 
Section  III  of  this  Report  provides  current  information  regarding  the 
status  of  recovery  activities.  In  light  of  the  fiscal  issues  currently  facing 
the  Commonwealth,  additional  efforts  are  being  made  to  make  effective 
recovery  a  priority. 

•  EOHS/OAA  has  had  to  reduce  its  level  of  operations  due  to  funding 
limitations.  By  December  31,  1989,  staffing  was  reduced  by  66%  and 
CPA  contracting  was  eliminated.  As  a  result,  the  numbers  of  audits  that 
can  be  conducted  and  resolved,  the  amount  of  funds  that  can  be 
recovered,  and  the  numbers  of  administrative  deficiencies  that  can  be 
identified  and  addressed,  have  been  significantly  reduced.  We  will  have 
reviewed  approximately  3%  of  the  Purchase  of  Service  system  during 
FY  90. 

•  EOHS/OAA  began  to  oversee  a  comprehensive  review  of  sliding  fee  and 
other  revenue  issues  across  all  human  services  agencies. 

Major  office  functions  include: 

•  Auditing  purchase  of  service  providers.  As  stated  above,  EOHS/OAA  is 
the  only  governmental  function  auditing  a  broad  spectrum  of  human 
services  providers  on  a  regular  basis.  EOHS/OAA  has  developed 
financial  and  performance  audit  guides  which  are  specifically  tailored  to 
the  auditing  of  these  non-profit  corporations.  These  guides  are  consis- 
tent with  professional  auditing  standards  set  forth  by  the  US  Comptroller 
General.  EOHS/OAA  has  developed  the  capacity  to  perform  a  multi-level 
audit  program  which  includes:  (I)  a  pre-audit  survey  and  management 
review;  (2)  a  limited  scope  financial  and  compliance  audit;  and  (3)  a  full 
scope  financial  and  compliance  audit. 


•  Auditing  human  service  agency  facilities  and  functions.  EOHS/OAAhas 
conducted,  as  needed,  reviews  of  particular  entities  and  functions  within 
EOHS  and  its  agencies  to  ensure  compliance  with  applicable  laws, 
regulations  and  policies.  For  example,  beginning  in  FY  1987, 
EOHS/OAA  began  a  continuing  series  of  program  results  audits,  review- 
ing purchasing  agency  contracting  processes  and  practices.  In  FY 
1989,  we  developed  an  audit  program  to  review  agency  practices  for 
maintenance  and  expenditure  of  clients  funds  and  other  trust  funds. 

•  Auditing  federal  block  grants  (Alcohol,  Drug  and  Mental  Health,  and 
Preventive  Medicine)  consistent  with  OBRA  requirements. 

•  Coordinating  EOHS  agency  audit  activity  to  ensure  that  duplication  of 
limited  audit  resources  does  not  occur.  This  includes  maintaining  a 
regular  dialogue  with  the  Auditor  of  the  Commonwealth,  to  coordinate 
related  activity. 

•  Resolving  all  types  of  audit  reports  to  ensure  that  issues  documented 
during  audit  are  corrected  by  management.  This  includes  reporting  all 
pertinent  information  to  the  legislature,  administrative  officials,  and  other 
appropriate  parties.  Staff  resolve  audit  reports  prepared  for  EOHS/OAA 
by  its  own  field  audit  staff  and  by  contracted  CPA  firms,  and  direct  and 
coordinate  the  resolution  by  EOHS  agencies  of  audit  reports  prepared 
by  other  governmental  auditors  (e.g.,  Auditor  of  the  Commonwealth). 
All  such  activity  is  in  accordance  with  established  EOHS  audit  resolution 
policies  (see  Section  VII). 


SECTION  III 


RECOVERY  OF  FUNDS 


During  fiscal  years  1 985  through  1 990,  pursuant  to  the  EOHS/OAA  Audit  Resolution 
Policy  established  in  November,  1984,  and  revised  December,  1987,  EOHS/OAA 
has  recovered,  and  has  directed  agencies  to  recover,  funds  from  provider  organiza- 
tions, based  on  findings  cited  in  audits  conducted  by  both  EOHS/OAA  and  by  the 
Auditor  of  the  Commonwealth.  The  Legislative  Report  submitted  for  Fiscal  Year 
1989  contained  a  section  detailing  the  status  of  the  recovery  or  resolution  of 
$2,844,637  through  June  30,  1989.  During  the  first  half  of  Fiscal  Year  1990,  an 
additional  $22,413  was  directed  for  recovery,  bringing  the  seven  year  total  to 
$2,867,050  (see  TABLES  I  &  II  for  a  detailed  breakdown). 
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TABLE  I 
EOHS  DIRECTED  RECOVERY 


Agency 

FY 
1983-  1986 

FY 
1987 

FY 
1988 

FY 
1989 

FY 
1990 

Total 
By  Agency 

EOHS/OAA  $  624,104 

* 

* 

* 

* 

$  624,104 

DMH 

583,888 

$  352,511 

$  134,686 

$  43,431 

$    5,909 

1,120,425 

DMR 

228,993 

205,063 

4,092 

438,148 

DSS 

120,641 

107,861 

14,556 

2,763 

245,821 

DPH 

60,684 

8,807 

50,649 

19,946 

10,302 

150,388 

DPW 

137,962 

137,962 

DOC 

4,060 

4,060 

DYS 

35,156 

35,020 

4,724 

2,220 

77,120 

MRC 

11,049 

22,644 

28,732 

407 

62,832 

MCDHH 

4,487 

4,487 

VET  SER. 

1,703 

1,703 

TOTAL 

$1,439,582 

$  526,843 

$  466,827 

$411,385 

$22,413 

$  2,867,050 

*--EOHS/OAA  no  longer  recovers  funds  itself;  rather,  for  the  past  few  years,  it  has 
directed  agencies  to  recover  funds  through  the  resolution  process. 
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TABLE  II 
STATUS  OF  RECOVERY 


AGENCY 


TOTAL 
DIRECTED        REPAYMENT 
RECOVERY  SCHEDULE       RECOVERED        RESOLVED      IN  PROCESS 


EOHS/OAA 

$624,104 

$13,015 

$611,089 

DMH 

$1,120,425 

$7,001 

$342,908 

$463,850 

$306,666 

DMR 

$438,148 

$4,004 

$434,144 

DSS 

$245,821 

$70,147 

$53,536 

$62,997 

$59,141 

DPH 

$150,388 

$15,887 

$70,698 

$39,003 

$24,798 

DPW 

$137,962 

$137,962 

DOC 

$4,060 

$4,060 

DYS 

$77,120 

$27,668 

$24,928 

$24,524 

MRC 

$62,832 

$407 

$48,074 

$14,351 

MCDHH 

$4,487 

$4,487 

VET  SERV. 

$1,703 

$1,703 

TOTAL 

$2,867,050 

$139,832 

$1,159,780 

$604,727 

$962,711 

SECTION  IV 


SUMMARY  OF  FY  1990  RESOLVED  AUDITS 


EOHS/OAA  has  reported  on  23  cases  resolved  from  July  1  through  December  31, 
1989,  in  Section  VIII,  Individual  Summaries  of  Audit  Cases  Resolved  During  first  six 
months  of  FY  90.  The  findings  cited  are  all  material,  but  in  some  categories,  they 
may  vary  from  common  infractions  to  serious  compliance  deficiencies.  At  the  end 
of  each  case,  the  resolution  activity  is  summarized  by  naming  the  agency  to  which 
each  issue  was  referred.  Of  the  23  audits  resolved,  1  was  a  division  of  a  state 
agency  and  the  other  22  were  of  human  service  providers.  A  summary  of  the 
resolution  of  these  22  audits  found  that  auditees  were  not  in  compliance  in  the 
following  areas: 


Audits  of  Human  Services  Providers 

-  Internal  Control  Findings:  Generally,  these  findings  indicate  weaknesses 
in  the  agencies'  systems  for  safeguarding  assets.  In  19  (out  of  22) 
cases,  the  provider  organizations  were  cited.  Internal  control  findings 
usually  also  result  in  non-compliance  with  EOHS  General  Conditions,  as 
well  as  non-compliance  with  other  provisions  of  the  contract. 

-  Compliance  with  the  Terms  of  the  Contract:  In  13  cases,  providers  were 
not  in  compliance. 

-  Compliance  with  EOHS  General  Conditions:  In  16  cases,  providers  were 
not  in  compliance. 

-  Undocumented/Disallowed  Costs:  4  cases  contained  findings  of  undocu- 
mented or  disallowed  costs  which  were  referred  to  EOHS  agencies  for 
resolution. 

-  Compliance  with  RSC  Regulations  Regarding  Filing  and  Accurately  Com- 
pleting the  Rate  Setting  Commission  Cost  Report:  In  1 3  cases,  providers 
were  not  in  compliance. 

-  Compliance  with  Related  Party  Requirements:  3  of  the  provider  or- 
ganizations which  engaged  in  related  party  transactions  had  not  dis- 
closed these  as  required. 

-  Compliance  with  Filing  Requirements  of  the  Internal  Revenue  Service,  the 
Department  of  Revenue,  or  the  Division  of  Employment  Security:  In  6 
cases,  providers  were  not  in  compliance. 

-  Compliance  with  the  Filing  Requirements  of  the  Secretary  of  State:  In  6 
cases,  providers  were  not  in  compliance. 
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Compliance  with  Filing  Financial  Statements  with  the  Public  Charities 
Division  of  the  Attorney  General's  Office  or  Compliance  with  Statutory 
Requirement  for  Corporate  Dissolution:  In  3  cases,  providers  were  not 
in  compliance. 

Compliance  with  the  American  Institute  of  Certified  Public  Accountants, 
Industry  Audit  Guide,  Audits  of  Voluntary  Health  and  Welfare  Organiza- 
tions: In  5  cases,  providers  were  not  in  compliance. 
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FINANCIAL  STATUS  OF  PROVIDERS  REVIEWED 

The  audit  resolution  process  included  a  review  of  the  financial  status  of  the  23 
entities  audited  by  EOHS/OAA  and  the  Office  of  the  State  Auditor  described  in  this 
Legislative  Report  and  the  prior  Legislative  Report  for  Fiscal  Year  1989.  This  review 
included  an  analysis  of  the  fund  balances  stated  on  the  financial  statements  of  20 
provider  organizations  for  the  year(s)  audited.  In  different  instances,  this  included 
fiscal  or  calendar  years  1985  through  1988.  It  should  be  noted  that  fund  balances 
may  include  the  value  of  buildings,  furnishings  and  equipment,  and  investments,  as 
well  as  cash.  In  3  of  the  audits  resolved,  analyses  of  fund  balances  and  excess  or 
(deficit)  revenue  over  expenses  were  not  applicable,  including  1  state  facility  or 
agency  and  2  provider  entities. 

—  Positive  Fund  Balances:  In  17  (out  of  20)  cases,  providers  were  found 
to  have  positive  overall  fund  balances  in  the  year(s)  audited,  from  a 
minimum  of  $9,871  to  a  maximum  of  $2,494,775.  These  positive  fund 
balances  totalled  $6,954,945. 

-  Fund  Deficits:  In  3  cases,  providers  were  found  to  have  overall  fund 
deficits  in  the  year(s)  audited,  from  a  minimum  of  ($2,274)  to  a  maximum 
of  ($15,963).  These  fund  deficits  totalled  ($28,140). 

—  Excess  Revenues  over  Expenses:  In  15  (out  of  20)  cases  ,  providers 
were  found  to  have  accrued  overall  excess  revenues  over  expenses  in 
the  year(s)  audited,  from  a  minimum  of  $5,924  to  a  maximum  of 
$438,811.  These  excess  revenues  over  expenses  totalled  $1,099,065. 

-  Excess  Expenses  over  Revenues:  In  5  cases,  providers  were  found  to 
have  accrued  overall  excess  expenses  over  revenues  in  the  year(s) 
audited,  from  a  minimum  of  ($12,046)  to  a  maximum  of  ($146,616). 
These  excess  expenses  over  revenues  totalled  ($403,263). 
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ANALYSIS  OF  DONATED  FUNDS 

In  an  effort  to  continue  to  provide  useful  information  to  the  legislature,  executive 
agency  managers,  and  other  intererested  parties,  EOHS/OAA  has  conducted  the 
following  analysis.  EOHS/OAA  has  reported  on  23  cases  resolved  in  this  Legislative 
Report,  of  which  3  cases  were  not  appropriate  for  this  study.  Of  the  remaining  20 
cases,  sources  of  funding  can  be  defined  as  below.  This  analysis  is  not  intended 
to  be  extrapolated  across  the  entire  system  of  approximately  1200  service 
providers.  For  comparison  purposes,  the  figures  reported  for  this  analysis  for  Fiscal 
years  1988  and  1989  have  been  provided. 


First  Half  of 

FY  90 
Amount/% 

FY  89 

Amount/% 

FY  88 

Amount/% 

Total  funding  received 
from  all  sources: 

$34,603,066 
100% 

$56,670,186 
100% 

$51,578,482 
100% 

Total  funding  received 
from  EOHS  agencies 
including  Medicaid: 

$25,267,338 
73% 

$33,879,775 
60% 

$34,140,572 
66.2% 

Total  funding  received 
from  other  fee  payors 
for  services  (e.g.  other 
state  agencies,  munici- 
palities, client  fees, 
federal  government): 


$7,725,129 
22% 


$18,223,937 

32% 


$14,181,050 
27.5% 


Total  funding  received 
from  other  sources 
(e.g.  investment  and 
interest  income, 
restricted  donations): 


$368,896 
1% 


$  2,825,441 

5% 


$3,051,576 
6.0% 


Total  unrestricted 
donations,  gifts, 
contributions: 


$1,243,703 
4% 


$1,741,033 
3% 


$  205,284 
.3% 
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SECTION  V 


STATUS  OF  AUDITS  ASSIGNED 

Financial  and  Compliance  Audits 
Fiscal  year  1990 

Work  in  Progress  as  of  7/1/89 

Assigned  During  FY  1990 

Cancelled 

Total  Work  in  Progress 
During  FY  1990 

Completed  (to  resolution) 

Work  in  process  as  of  12/31/89 


QPA 

Staff 

Total 

9 

35 

44 

0 

12 

12 

0 

12 

12 

.9 

J35 

44 

_4 

1Z 

21 

5 

18 

23 

SUMMARY  OF  CLOSED  AUDITS 

EOHS/OAA  has  been  very  successful  during  the  last  two  fiscal  years  in  closing 
audits.  An  audit  is  closed  when  all  deficiencies  cited  have  been  addressed  and  all 
appropriate  funds  have  been  recovered.  This  success  was  achieved  by  working 
with  our  agencies,  especially  concerning  older  audits,  to  resolve  the  outstanding 
deficiencies  cited.  During  the  first  half  of  Fiscal  Year  1990,  EOHS/OAA  has  closed 
41  audits.  In  Fiscal  year  1989, 125  audits  were  closed. 
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SECTION  VI 


SUMMARY  OF  RESPONSES  TO  AUDIT  REFERRALS 

During  FY  1985  through  the  first  half  of  1990,  EOHS/OAA  reported  on  473  audits 
in  thirteen  legislative  reports.  Pursuant  to  policy,  EOHS/OAA  distributes  audit 
reports  and  requires  corrective  action  from  governmental  agencies  which  possess 
the  statutory  or  regulatory  authority  to  correct  deficiencies  cited  (these  policies  are 
more  fully  explained  in  Section  VII,  Audit  Resolution  Procedures).  The  status  of 
responses  required  by  EOHS/OAA  as  of  12/31/89  includes  the  following: 


FY'85-'89  AUDIT   REFERRALS 


FY'90  AUDIT  REFERRALS 


AGENCY 

REF 

CLOSED 

OUT.  | 

REF. 

RESP. 
REC. 

CLOSED 

DUE 
AFTER 

OUT 

■ 

12/31/89 

AG/PC 

84 

73 

11  I 

4 

3 

3 

0 

1 

COMP 

23 

0 

1  j 

0 

0 

0 

0 

0 

DET 

9 

7 

2  | 

1 

1 

1 

0 

0 

DHH 

197 

170 

27  | 

10 

3 

3 

3 

4 

DHR 

14 

5 

9  I 

4 

2 

1 

0 

2 

DOC 

16 

16 

o  I 

1 

0 

0 

0 

1 

DOL 

23 

19 

4  | 

0 

0 

0 

0 

0 

DOR 

47 

34 

13  | 

2 

1 

1 

1 

0 

DPH 

83 

72 

11 

5 

2 

2 

1 

2 

DPW 

15 

13 

2  | 

1 

0 

0 

1 

0 

DSS 

129 

122 

7  | 

7 

1 

1 

1 

5 

DYS 

12 

11 

1  | 

1 

0 

0 

0 

1 

EOAF 

2 

1 

1 

0 

0 

0 

0 

0 

HHS/IG 

3 

2 

1 

0 

0 

0 

0 

0 

IRS 

90 

78 

12 

3 

2 

2 

1 

0 

HPBA 

10 

6 

4 

0 

0 

0 

0 

0 

MCE 

3 

2 

1 

0 

0 

0 

0 

0 

HCDHH 

2 

2 

0 

0 

0 

0 

0 

0 

MOIG 

11 

8 

3 

0 

0 

0 

0 

0 

HRC 

11 

11 

0 

I    4 

3 

3 

0 

1 

OCJ 

2 

2 

0 

I  '  ° 

0 

0 

0 

0 

OCM 

47 

47 

0 

|     5 

5 

1 

0 

0 

OFC 

2 

2 

0 

I     ° 

0 

0 

0 

0 

OGC 

5 

5 

0 

I     ° 

0 

0 

0 

0 

RSC 

261 

258 

3 

I    n 

2 

2 

3 

6 

SEC 

6 

2 

0 

|     0 

0 

0 

0 

0 

SOHO-C 

2 

2 

0 

I     ° 

0 

0 

0 

0 

SOHO-H 

2 

2 

0 

o 

0 

0 

0 

0 

SOS 

55 

50 

5 

I   6 

1 

1 

0 

6 

VS 

I   1 

1 

TOTALS 

1166 

1022 

118 

I    66 

-  15 

26 

21 

11 

30 

EXPLANATION  OF  ACRONYMS 

AG/PC  Attorney  General  Public  Charities  Division 

COMP  Comptroller's  Division 

DET  Division  of  Employment  and  Training 

DMH  Department  of  Mental  Health 

DMR  Department  of  Mental  Retardation 

DOC  Department  of  Correction 

DOL  Department  of  Labor  and  Industries 

DOR  Department  of  Revenue 

DPH  Department  of  Public  Health 

DPW  Department  of  Public  Welfare 

DSS  Department  of  Social  Services 

DYS  Department  of  Youth  Services 

EOAF  Executive  Office  for  Administration  and  Finance 

HHS/IG  US  Department  of  Health  and  Human  Services, 
Office  of  Inspector  General 


IRS  Internal  Revenue  Service 


MBPA  Massachusetts  Board  of  Public  Accountancy 

MCB  Massachusetts  Commission  for  the  Blind 

MCDHH         Massachusetts  Commission  for  the  Deaf  and 
Hard  of  Hearing 

MOIG  Massachusetts  Office  of  Inspector  General 

MRC  Massachusetts  Rehabilitation  Commission 


OCJ  EOHS  Office  of  Criminal  Justice 
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OCM 


EOHS  Office  of  Contract  Management 


OFC 


Office  for  Children 


OGC 


EOHS  Office  of  General  Counsel  and  Investigations 


RSC 


Rate  Setting  Commission 


SEC 


State  Ethics  Commission 


SOHO-C        Soldiers'  Home,  Chelsea 
SOHO-H        Soldiers'  Home,  Holyoke 


SOS 


Secretary  of  State 
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SECTION  VII 


AUDIT  RESOLUTION  PROCEDURES 


Audit  resolution  activity  in  the  individual  cases  summarized  in  this  Report  occurred 
during  the  six  months  ended  December  31, 1989. 

EOHS/OAA  resolution  policies  require  that  audit  reports,  and  the  resulting  resolution 
recommendations,  be  distributed  to  responsible  government  officials  and  organiza- 
tions which  have  the  statutory  or  regulatory  authority  to  take  corrective  administra- 
tive action.  To  insure  implementation  and  maintenance  of  sound  management 
practices,  EOHS/OAA  requires  that  the  primary  EOHS  purchasing  agency  and  the 
provider  organization  enter  into  a  written  plan  of  action  to  correct  administrative 
deficiencies.  Audit  issues  which  affect  rates  of  reimbursement  paid  to  provider 
organizations  are  routinely  referred  to  the  Rate  Setting  Commission  for  rate  redeter- 
mination or  other  action,  or  to  the  purchasing  agencies  for  reimbursement  adjust- 
ment or  budget  renegotiation.  Others  matters  are  referred  to  the  state  or  federal 
governmental  agency  which  has  jurisdiction  over  the  issue. 

All  audits  whose  summaries  are  found  in  this  Legislative  Report  were  resolved 
pursuant  to  the  following  EOHS/OAA  Audit  Resolution  Policy,  effective  December 
1,1987. 
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EOHS  AUDIT  RESOLUTION  POLICY 
(Effective  December  1, 1987) 


EOHS/OAA  resolution  policies  dictate  that  audit  reports  and  the  resultant  resolution 
recommendations  be  distributed  to  responsible  government  officials  and  organiza- 
tions that  possess  the  statutory  or  regulatory  authority  to  take  corrective  administra- 
tive actions.  This  is  intended  to  be  consistent  with  the  requirements  of  Standards 
for  Audit  of  Governmental  Organizations,  Programs,  Activities,  and  Functions 
("Yellow  Book")  promulgated  by  the  Comptroller  General  of  the  United  States,  and 
other  standards  applicable  to  governmental  auditors. 

In  order  to  insure  the  implementation  and  maintenance  of  sound  management 
practices,  EOHS/OAA  requires  that  the  primary  EOHS  purchasing  agency  and  the 
provider  organization  enter  into  a  written  plan  of  action  to  correct  administrative 
deficiencies  (e.g.,  poor  or  non-existent  books  or  records,  lack  of  internal  controls, 
inadequate  safeguards  of  client  funds,  etc).  This  plan  must  specify  the  manner  in 
which  each  deficiency  will  be  addressed  and  the  date  by  which  that  action  will  be 
completed,  and  must  be  signed  by  both  parties.  Each  plan  is  reviewed  by 
EOHS/OAA  for  adequacy  before  the  audit  is  considered  closed. 

In  addition,  audit  findings  which  affect  reimbursement  paid  to  provider  organizations 
(e.g.,  disallowed  costs,  overbilling,  underspending,  undocumented  expenses,  over 
and/or  underutilization)  are  routinely  referred  to  the  Rate  Setting  Commission  for 
rate  adjustments  or  other  action,  or  to  purchasing  agencies  for  reimbursement 
adjustments  or  budget  renegotiation.  Other  matters  are  referred  to  the  state  or 
federal  governmental  agency  which  has  jurisdiction  over  the  issue.  All  policies  and 
procedures  contained  herein  pertain  only  to  resolution  of  audit  findings,  resulting 
from  testing  and  reporting  compliance  with  existing  standards,  including  other 
policies  issued  by  EOHS. 
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A  summary  of  present  EOHS/OAA  resolution  policies  includes  the  following: 


Condition 


1 .      Administrative  Deficiencies 


Non-performance  of  Services 


3.      Conflict  of  Interest 


Disallowed  Costs/Expenses 


Failure  to  File  Documents 
Required  by  Law 


Failure  to  Make  Payments 
Required  by  Law 


Fraud 


8.      Misconduct  of  State  Employee 


9.       Non-Compliance 


10.     Overbilling 


Referred  To 

EOHS  Purchasing  Agencies 

EOHS  Purchasing  Agencies 

State  Ethics  Commission 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 

Secretary  of  State 
Attorney  General 
State  Taxing  Agencies 
Federal  Taxing  Agencies 

State  Taxing  Agencies 
Federal  Taxing  Agencies 
Attorney  General 

Attorney  General 
Inspector  General 

State  Ethics  Commission 
Attorney  General 
Inspector  General 

Rate  Setting  Commission 

EOHS  Purchasing  Agencies 

EOHS  Office  of  Contracts  Management 

Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 
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Condition 


Referred  To 


11.     Underspending 


Rate  Setting  Commission 
EOHS  Purchasing  Agencies 


12.     Undocumented  Expenses 


Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 


13.  No  Material  Finding 


File  Closed 
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Reimbursement  Findings 

I.       Recovery  of  Funds  Under  All  Contrary 

A.  Non-Performance  Under  the  Contract 

Non-performance  under  contracts  means  services  were  not  delivered, 
or  services  delivered  did  not  meet  standards  established  by  the  pur- 
chasing agency  in  the  contract.  In  the  event  of  non-performance, 
recovery  of  funds  is  appropriate.  Such  cases  will  be  resolved  through 
negotiations  between  the  provider  and  the  purchasing  agency.  Once  a 
determination  of  non-performance  is  made,  the  focus  of  discussion 
should  be  the  manner  of  resolution  which  is  most  appropriate  under  the 
circumstances,  and  if  not  already  determined,  the  value  of  services 
which  were  not  rendered. 

B.  Fraudulent  Billing 

All  reimbursements  to  a  provider  which  have  been  determined  to  be 
supported  by  fraudulent  documentation  will  be  disallowed.  Funds 
fraudulently  acquired  must  be  promptly  recovered  in  full  and  returned 
to  the  Commonwealth.  All  such  cases  will  be  referred  to  the  Attorney 
General,  and  the  Inspector  General. 

C.  Undocumented  Reimbursement 

In  the  present  system  of  EOHS  contract  requirements,  General  Condi- 
tions, Rate  Setting  Commission  requirements,  and  purchasing  agency 
requirements,  under  all  contracts,  regardless  of  the  reimbursement 
mechanism,  providers  are  required  to  maintain  appropriate  documen- 
tation of  actual  allowable  expenses,  revenues,  and  service  provision.  In 
the  event  of  a  determination  of  a  failure  to  maintain  adequate  and 
appropriate  documentation,  depending  upon  the  circumstances, 
recovery  of  funds  or  rate  adjustments  may  occur  as  a  basis  for  resolu- 
tion, in  accordance  with  the  reimbursement  mechanism.  In  the  case  of 
contractual  relationships  other  than  cost  reimbursement  contracts, 
other  evidence,  in  the  form  of  credible  and  convincing  alternative 
documentation,  that  the  services  in  question  were  actually  rendered  and 
that  allowable  expenses  in  question  were  actually  incurred  will  be 
considered.  In  such  cases,  however,  in  order  to  prevent  reoccurrence 
of  recordkeeping  deficiencies  in  subsequent  years,  satisfactory  written 
resolution  of  all  such  audit  determinations  must  have  been  reached. 
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D.       Disallowed  Expenses 

Under  all  contracts,  reimbursement  to  providers  is  permitted  only  for 
actual  allowable  expenses,  as  defined  in  EOHS  contract  requirements, 
General  Conditions,  Rate  Setting  Commission  requirements,  and/or 
purchasing  agency  requirements.  Depending  upon  the  circumstances, 
actual  expenses  for  unallowable  items  may  be  subject  to  recovery  or 
rate  adjustments,  in  accordance  with  the  reimbursement  mechanism. 


E.  Billing  Errors 

Errors  in  invoices  submitted  to  the  Commonwealth  for  reimbursement, 
which  do  not  constitute  fraud,  will  be  referred  to  the  purchasing  agency 
to  be  rectified  in  the  most  appropriate  manner  possible  under  the 
circumstances. 

F.  Significant  Underspending  for  Staffing 

For  purposes  of  this  section,  review  of  the  cost  of  staffing  shall  take  into 
consideration  payroll,  the  cost  of  relief  staff  and  consultants,  compen- 
sated overtime  performed  by  existing  staff,  related  taxes,  related 
benefits,  and  the  like. 

For  purposes  of  resolution  of  audit  findings  concerning  reimbursement, 
a  determination  that  any  program  or  cost  category  for  which  spending 
for  staffing  during  the  period  was  below  90  percent  of  the  funds 
budgeted  or  allocated  for  staffing  in  any  portion  of  the  contracts  funding 
such  program  or  cost  category,  shall  be  referred  to  the  purchasing 
agency  for  a  determination  whether  recovery  of  funds  is  appropriate. 
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II.      Underspending  or  Overspending  in  Unit  Rate  Contracting 

A.  Class  Rate  Contracting 

Under  class  rate  contracting,  the  provider  is  paid  a  per-unit  rate  which 
has  been  established  by  the  Rate  Setting  Commission  for  all  programs 
offering  a  particular  type  of  service.  In  the  event  of  a  determination  of 
any  variance  between  reimbursement  received  under  contracts  funded 
by  class  rates,  and  a  provider's  actual  allowable  expenses  associated 
with  such  contracts,  the  information  will  be  reported  to  the  Rate  Setting 
Commission.  If  any  variance  is  greater  than  five  percent  or  $50,000, 
whichever  is  less,  the  RSC  will  be  requested  to  resolve  the  determination 
by  specifically  identifying  the  manner  in  which  the  information  has  been 
or  will  be  taken  into  account  in  prospective  class  rate  determinations.  If 
the  variance  is  less  than  that,  no  response  will  be  required.  All  such 
variances  will  also  be  reported  to  the  purchasing  agency  for  informa- 
tional purposes. 

B.  Non-Negotiated  Historical  Cost-Based  Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a  per-unit  rate  which  has 
been  established  solely  by  the  Rate  Setting  Commission  for  a  specific 
program  on  the  basis  of  historical  costs  of  the  program.  In  the  event  of 
a  determination  of  any  variance  between  reimbursement  received  under 
contracts  funded  by  such  rates,  and  a  provider's  actual  allowable 
expenses  associated  with  such  contracts,  the  issue  will  be  resolved  in 
the  same  manner  specified  above  for  Class  Rate  Contracting. 


In  any  case  resolved  pursuant  to  II  (A)  or  (B)  above,  if  upon  further  review  the  Rate 
Setting  Commission  finds  that  fraudulent  billing,  undocumented  reimbursement, 
disallowed  expenditures  or  significant  underspending  for  staffing  occurred,  it  should 
resolve  such  determinations  in  a  manner  consistent  with  I  (A  through  E)  above. 
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C.       Negotiated  Historical  Cost-Based  Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a  per-unit  rate  for  a  specific 
program  on  the  basis  of  a  budget  negotiated  between  the  purchasing 
agency  and  the  provider  and  approved  by  the  Rate  Setting  Commission. 
In  the  event  of  a  determination  of  any  variance  between  reimbursement 
received  under  contracts  funded  by  such  rates  and  a  provider's  actual 
allowable  expenses  associated  with  such  contracts,  the  information  will 
be  reported  to  the  purchasing  agency.  If  any  variance  is  greater  than 
five  percent  or  $50,000,  whichever  is  less,  the  purchasing  agency  will 
be  required  to  resolve  the  determination  by  specifically  identifying  the 
circumstances  or  practices  which  caused  the  variance  to  occur,  and  the 
manner  in  which  the  information  has  been  or  will  be  taken  into  account 
in  prospective  contract  negotiations  to  prevent  such  circumstances  or 
practices  from  causing  reoccurrence  of  such  variances.  If  the  variance 
is  less  than  that,  no  response  will  be  required.  All  such  variances,  and 
all  agency  responses  concerning  such  variances,  will  also  be  reported 
to  the  Rate  Setting  Commission  for  informational  purposes. 


However,  if  upon  further  review  the  purchasing  agency  finds  that  non-performance 
under  the  contract,  fraudulent  billing,  undocumented  reimbursement,  disallowed 
expenditures,  or  significant  underspending  for  staffing  occurred,  it  must  resolve 
such  determinations  in  a  manner  consistent  with  I  (A  through  E)  above. 
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SECTION  VIM 


INDIVIDUAL  SUMMARIES  OF  AUDIT  CASES  RESOLVED  DURING  FY  1990 
JULY  1  THROUGH  DECEMBER  31, 1989 
ALPHABETICAL  LISTING  OF  ORGANIZATIONS 


This  section  provides  a  summary  of  audit  report  findings  and  resolution  activity 
which  took  place  during  the  period  July  1,  1989  to  December  31,  1989.  More 
detailed  information  is  available  upon  request. 


Auditee  Name 

1.  Archway,  Inc. 

2.  Bancroft  Human  Services,  Inc. 

3.  Berkshire  County  Association 

for  Retarded  Citizens,  Inc. 

4.  Central  School,  Inc. 

5.  Child  Care  Resource  Center,  Inc. 

6.  Community  Multi-Service 

Agency,  Inc. 

7.  Community  Workshops,  Inc. 

8.  Crossroads  Community  Growth 

Center,  Inc. 

9.  Department  of  Public  Health  0-609-88  47 

Division  of  Family  Health  Services 

10.  Greater  Marlboro  Programs,  Inc.  0-071-89  49 


Audit  # 

Page 

0-612-88 

28 

0-104-88 

30 

0-552-87 

33 

0-590-88 

35 

0-619-88 

37 

0-292-88 

40 

C-593-88 

42 

0-244-88 

44 
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Auditee  Name  Audit  #  Page 


11.     Horace  Mann  Educational  0-620-89  51 

Associates,  Inc. 


12. 

Lynn  Community  Health,  Inc. 

0-447-88 

52 

13. 

Massachusetts  Half-Way 
Houses,  Inc. 

C-171-88 

53 

14. 

Mental  Health  Association  of 
Marlboro-Westboro  Area,  Inc. 

0-456-89 

55 

15. 

Milford  Assistance  Program,  Inc. 

BC-068-88 

57 

16. 

North  Central  Human  Services,  Inc. 

0-271-89 

59 

17. 

Northern  Educational  Services,  Inc. 

0-092-89 

61 

18. 

Pernet  Family  Health  Services,  Inc. 

0-618-88 

63 

19. 

Preparatory  Rehabilitation  for 
Individual  Development  and 
Employment  (PRIDE),  Inc. 

0-612-89 

65 

20. 

The  Germaine  Lawrence  School, 
Inc. 

0-522-87 

67 

21.  Veterans'  Outreach  Services,  Inc.       0-580-88  69 

22.  Westfield  Area  Mental  Health 

Clinic,  Inc.  0-614-88  74 

23.  Worcester  Area  Association  for 

Retarded  Citizens,  Inc.  0-261-88  76 
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Auditee  Name: 

Archway,  Inc. 

77  Mulberry  Street 

Leicester,  Ma.  01524 

Audit  #:        0-612-88 

Archway,  Inc.,  a  non-profit  corporation,  provided  a  variety  of  services  to  autistic 
individuals  during  the  audit  period.  The  provider  contracted  with  the  Departments 
of  Mental  Health  and  Social  Services  and  was  audited  for  the  year  ended  June  30, 
1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  Four  clients  in  the  provider's  staffed  apartment  were  assessed  fees  for  fiscal 
year  1987  that  exceeded  the  actual  cost  of  room  and  board  by  a  total  of 
$4,092. 

C.  The  provider  did  not  collect  rents  from  clients  living  in  the  transitional 
residence.  These  clients  all  received  SSI  income  and  were  provided  the 
same  or  similar  services  as  clients  who  were  charged  rent  in  the  other 
residential  program  operated  by  the  provider.  An  estimated  $43,000  in  rent 
could  have  been  collected  from  clients,  based  on  75  percent  of  average  SSI 
entitlements.  The  additional  revenue  would  have  reduced  costs  supported 
by  DMH  contracts  by  $14,000,  and  reduced  costs  an  additional  $29,000  for 
other  contracts  funded  by  DOE  and  municipalities  under  Chapter  766. 

D.  The  provider's  rates  for  the  Autistic  Residential  Community  Home  program 
were  significantly  higher  than  actual  costs.  These  rates  were  established  by 
the  RSC  through  a  three-year  audit  cycle,  begun  in  fiscal  year  1 985  as  defined 
by  RSC  Regulation  114.4  CMR  9.00. 

This  program  generated  $142,350  in  excess  revenues  over  expenses  during 
fiscal  year  1987.  Of  this  amount,  $36,726  was  from  EOHS  contracts,  $54,662 
from  DOE  contracts,  and  $50,962  from  Massachusetts  cities  and  towns 
under  Chapter  766. 

E.  The  provider  did  not  disclose  all  related  party  transactions  on  the  Attorney 
General's  Public  Charities  Form,  the  IRS  form  990,  or  the  RSC  1100  Cost 
Report  filed  for  fiscal  year  1987. 
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F.  The  provider's  RSC  1100  Cost  Report,  Schedule  22,  was  incorrectly 
prepared.  The  provider  reported  $51,792  in  excess  revenue  over  expenses 
in  the  Autistic  Residential  Community  Home  program,  when  in  fact  the  actual 
excess  revenue  was  only  $36,726. 

G.  The  financial  statements  of  Archway,  Inc.  audited  by  O'Connor,  Maloney  & 
Company,  P.C.,  CPA's  indicated  a  $231,525  fund  balance,  comprised  of  a 
$142,703  Operating  Fund,  and  a  $88,822  Property  and  Equipment  Fund  as 
of  June  30,  1987.  This  balance  included  excess  income  over  expenses  of 
$179,971,  which  accrued  during  fiscal  year  1987. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $814,330,  of  which  $325,087  was  generated  by  DMH  and  DSS 
contracts.  Of  the  $470,762  generated  from  other  fee-for-service  payments, 
$234,986  was  from  the  Department  of  Education,  $218,686  from  cities  and 
towns,  for  Chapter  766,  and  $17,090  was  from  client  fees.  Additionally, 
$18,481  was  received  from  donations  and  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $325,087,  represented  40 
percent  of  total  income,  while  other  fee  payers  for  service  represented 
fifty-eight  percent  of  total  income.  The  remaining  revenues  represented  two 
percent  of  total  income. 

EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with 
Archway,  Inc.,  that  addresses  findings  A  and  C.  In  addition,  DMR  was  directed  to 
recover  $4,092  that  was  identified  in  finding  B  as  excess  client  assessments  and 
return  the  money  to  the  clients.  The  RSC  was  requested  to  review  findings  D,  E, 
and  F  to  determine  whether  this  information  has  already  been  noted,  and  to  take 
appropriate  rate  action.  The  AG  was  requested  to  review  finding  E  and  take 
whatever  action  is  deemed  appropriate.  An  adequate  response  was  received  from 
the  Public  Charities  Division  of  the  Attorney  General.  A  response  was  received  from 
RSC,  reporting  that  it  was  not  deemed  necessary  or  appropriate  to  take  any  action, 
other  than  reminding  the  provider  of  the  importance  of  accurate  cost  reporting. 


-29- 


Auditee  Name: 

Bancroft  Human  Services,  Inc. 

25  Quinsigamond  Avenue 

Worcester,  Ma.  01608 

Audit  #:         0-104-88 

Bancroft  Human  Services,  Inc.,  a  non-profit  corporation,  provided  substance  abuse 
services  to  juveniles  and  families  during  the  audit  period.  The  provider  contracted 
with  the  Departments  of  Public  Health  and  Social  Services  and  was  audited  for  the 
year  ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider's  three  contracts  with  the  Department  of  Public  Health  for  Fiscal 
Year  1987  were  not  written  in  accordance  with  EOHS  guidelines.  These 
contracts  did  not  include  the  maximum  obligation,  service  period,  or  service 
type. 

C.  The  provider  received  excess  revenues  over  expenses  of  $4,831  in  its  Driver 
Alcohol  Education  contract  with  DPH.  Under  this  class  rate  contract,  the 
provider  received  $24,557  in  revenues  and  expended  $19,726,  generating 
excess  revenues  of  approximately  20  percent  in  FY  1987.  The  EOHS/OAA 
Audit  Resolution  Policy  states  that  class  rate  contracts  having  excess 
revenues  of  greater  than  5  percent,  or  $50,000,  whichever  is  less,  must  be 
referred  to  the  Rate  Setting  Commission  for  informational  purposes. 

D.  The  provider  issued  a  check  to  the  Department  of  Public  Health  for  $1 0,302, 
which  was  for  an  overpayment  that  was  received  during  FY  1987.  This  check 
was  issued  to  DPH  in  September  of  1987,  and  as  of  June  22, 1988,  DPH  had 
still  not  deposited  the  check.  At  the  request  of  DPH,  the  provider  issued  a 
second  check  in  August  of  1988,  which  as  of  March  23,  1989,  had  still  not 
been  deposited. 

E.  The  provider  billed  the  Department  of  Public  Health  for  services  totaling 
$59,707,  under  one  contract.  Supporting  documentation  of  client  eligibility 
was  not  adequate  to  support  these  billings.  The  provider  did  not  require 
clients  to  present  evidence  of  income  when  sliding  fees  were  calculated, 
making  it  impossible  to  verify  whether  client  services  paid  for  by  DPH  were 
actually  covered  by  the  terms  of  the  contract. 
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F.  The  provider's  RSC-1100  Cost  Report,  filed  for  Fiscal  Year  1987,  included 
$24,827  of  expenses  related  to  "free  services."  Under  Rate  Setting  Commis- 
sion Regulations,  costs  associated  with  free  care  are  nonreimbursable  under 
contracts  for  social  and  rehabilitative  services.  This  reporting  error  inflated 
the  cost  of  the  Residential  Treatment  Program  by  $4.38  per  bed  per  day, 
where  $23,298  of  this  amount  was  reported  as  a  reimbursable  cost.  The 
DPH  and  DSS  contracts  for  this  service  will  be  affected  by  this  error  in 
subsequent  years  unless  the  cost  is  recognized  as  nonreimbursable  during 
contract  negotiations. 

G.  The  provider  charged  depreciation  of  $285  on  $2, 1 00  worth  of  donated  fixed 
assets  in  its  RSC-1 100  Cost  Report  for  fiscal  year  1987. 

H.  The  provider's  RSC-1100  Cost  Report  for  fiscal  year  1987  had  internal 
discrepancies  in  the  number  of  service  units  reported.  Inaccurate  reporting 
in  the  Cost  Report  is  in  violation  of  the  RSC-1 100  Certification  Page. 

I.  The  provider's  financial  statements  reported  third  party  revenues  for  fiscal 
year  1987  as  a  net  figure,  after  expenses.  This  approach  was  also  used  on 
the  provider's  RSC-1 100  Cost  Report  for  that  year. 

J.  The  provider  was  not  certified  by  the  Department  of  Public  Health  to  bill  for 
Medicaid  services.  However,  Medicaid  was  billed  for  services  delivered  by 
the  provider,  through  an  agreement  between  the  provider  and  Worcester 
Hahnemann  Hospital.  This  arrangement  gave  the  misleading  appearance 
that  those  services  were  provided  by  Worcester  Hahnemann  Hospital  in- 
stead of  by  Bancroft  Human  Services,  Inc. 

K.  The  provider  paid  $78,101  in  wages  during  the  fiscal  year  1987  on  which  it 
did  not  withhold  federal  or  state  income  taxes,  or  FICA  contributions.  In 
addition,  it  did  not  pay  its  $5,584  matching  share  of  FICA  contributions  nor 
the  $1,952  in  State  Unemployment  Insurance  contributions  due  on  these 
wages.  The  employees  involved  were  part-time  relief  workers  in  the 
provider's  Residential  Treatment  Program  that  were  incorrectly  classified  as 
consultants  by  the  provider. 

L  The  financial  statements  of  Bancroft  Human  Services,  Inc.,  audited  by 
Harrington,  Elwood  andTrask,  Public  Accountants,  indicated  a  $5 1,898  fund 
balance,  comprised  of  a  $13,760  unrestricted  fund  and  a  $38,138  equipment 
fund,  as  of  June  30,  1987.  This  balance  included  excess  revenues  over 
expenses  of  $66,772,  which  accrued  during  fiscal  year  1987. 
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Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$1,029,402,  of  which  $413,753  was  generated  from  contracts  with  the 
Departments  of  Public  Health  and  Social  Services.  Of  the  $579,333 
generated  from  other  fee-for-service  payments,  $520,165  was  from  client 
fees  and  $59,168  was  from  reimbursements  from  third  parties.  The  remain- 
ing $36,316  was  received  from  interest  income  and  other  revenues. 

EOHS  agency  revenues  received  by  the  provider,  $413,753,  represented 
forty  percent  of  total  income,  while  other  fee  payers  for  service  represented 
fifty-six  percent  of  total  income.  The  remaining  revenues  represented  four 
percent  of  total  income. 

EOHS/OAA  requested  that  DPH  negotiate  an  administrative  agreement  with 
Bancroft  Human  Services,  Inc.,  which  addresses  findings  A  and  B.  DPH  was  also 
requested  to  review  finding  E  and  determine  if  the  recovery  of  funds  is  appropriate. 
In  addition,  DPH  was  directed  to  recover  the  $10,302  described  in  finding  D,  and 
respond  to  EOHS/OAA  indicating  the  reason  these  errors  occurred,  and  the 
corrective  action  taken  to  ensure  that  it  does  not  occur  in  the  future.  RSC  was 
asked  to  review  findings  C,  F,  G,  H,  and  I  to  determine  if  this  information  had  been 
taken  into  account  in  computing  rates.  The  DPW  was  asked  to  review  finding  J  and 
take  whatever  action  is  deemed  appropriate.  It  should  also  be  noted  that  finding  K 
has  been  referred  to  the  Internal  Revenue  Service,  the  Department  of  Revenue  and 
the  Division  of  Employment  and  Training  for  their  review.  An  adequate  response 
was  received  from  the  Division  of  Employment  and  Training. 
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Auditee  Name: 

Berkshire  County  Association  for  Retarded  Citizens,  Inc. 

P.O.  Box  2 
Pittsfield,  Ma.  01202 

Audit  #:         0-552-87 

Berkshire  County  Association  for  Retarded  Citizens,  Inc.,  a  non-profit  corporation, 
provided  a  variety  of  community  based  programs  for  the  mentally  retarded  or 
disabled  persons  during  the  audit  period.  The  provider  contracted  with  the  Depart- 
ments of  Mental  Health,  Public  Health,  Public  Welfare,  Social  Services,  the  Mas- 
sachusetts Rehabilitation  Commission,  and  the  Massachusetts  Commission  for  the 
Blind,  and  was  audited  for  the  year  ended  June  30, 1986. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  maintained  its  financial  books  and  records  on  a  calendar  year 
basis  identifying  income  and  expenses  applicable  to  23  programs.  Of  the 
funding  for  these  programs,  88%  was  derived  from  EOHS  contracts,  which 
were  negotiated  on  a  fiscal  year  basis  ending  on  June  30th.  As  a  result, 
funding  for  each  of  the  23  programs  was  reported  as  received  from  several 
sources  during  two  separate  and  distinct  EOHS  contract  fiscal  years.  This 
practice  required  administrative  staff  to  spend  unnecessary  time  maintaining 
and  reconciling  records. 

C.  Access  to  financial  books  and  records  of  a  related  party  for  the  purpose  of 
examining  rental  payments  and  loan  agreements  was  denied  by  the  provider. 
The  auditors  determined,  based  on  many  factors  presented  in  detail  in  the 
audit,  that  Berkshire  Omega  Corporation  (BOC)  was  a  related  party,  pur- 
suant to  the  definition  set  forth  by  the  Rate  Setting  Commission. 

D.  The  provider  failed  to  follow  the  instructions  for  preparation  of  the  Rate 
Setting  Commission  1100  Cost  Report,  filed  for  calendar  year  1986,  by 
omitting  disclosure  of  the  related  party  transactions  noted  in  finding  C. 
These  included  capitalization,  in  BCARC's  financial  statements  for  1986,  of 
$361,874  in  "improvements"  on  property  owned  by  BOC. 

E.  The  financial  statements  of  the  Berkshire  County  Association  for  Retarded 
Citizens,  Inc.  indicated  an  $865,407  fund  balance  for  the  calendar  year 
ending  December  31,  1986.  This  balance  included  excess  income  over 
expenses  of  $38,71 1  which  accrued  during  calendar  year  1986. 
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Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $4,206,009,  of  which  $3,683,528  was  generated  by  contracts 
with  and  other  support  from  the  Departments  of  Mental  Health,  Social 
Services,  Public  Health,  Public  Welfare,  the  Massachusetts  Rehabilitation 
Commission,  and  the  Massachusetts  Commission  for  the  Blind. 

Of  the  $472,716  generated  from  other  fee  for  service  payments,  $309,076 
was  from  client  fees,  $1 18,380  from  sub-contract  income,  $29,503  from  the 
United  Way,  $11,467  from  the  Center  for  Humanistic  Change,  and  $4,290 
from  other  governmental  agencies.  Additionally,  $49,765  was  received  from 
contributions,  interest,  and  rental  income. 

The  EOHS  agency  revenues  received  by  the  provider,  $3,683,528,  repre- 
sented 88%  percent  of  total  income,  while  other  fee  payers  for  service 
represented  eleven  percent  of  total  income.  The  remaining  revenues  repre- 
sented one  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative  agreement  with 
Berkshire  County  Association  for  Retarded  Citizens,  Inc.,  that  addresses  findings 
A,  B,  and  C.  In  addition,  RSC  was  requested  to  review  finding  D  to  determine 
whether  this  information  has  already  been  noted  and  whether  the  effect  on  rates  of 
reimbursement  has  been  appropriately  calculated. 
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Auditee  Name: 

Central  School,  Inc. 

43  Essex  Street 

Cambridge,  Ma.  02139 

Audit  #:         C-590-88 

Central  School,  Inc.,  a  non-profit  corporation,  provided  day  care  to  infants  and 
children  during  the  audit  period.  The  provider  contracted  with  the  Department  of 
Social  Services  and  was  audited  for  the  year  ended  June  30, 1986.  Central  School 
Inc.  was  dissolved  and  its  contracts  were  awarded  to  a  different  corporation, 
Associated  Day  Care  of  Metro  Boston,  Inc. 

A  summary  of  the  audit  report  findings  includes: 

A.  Many  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  did  not  retain  the  fiscal  year  1986  Attorney  General's  Form  PC 
and  the  RSC  1 100  Cost  Report  in  its  files  as  required. 

C.  The  provider  did  not  file  an  Annual  report  with  the  Secretary  of  State  for  the 
years  ended  June  30,  1986  and  1987,  as  required. 

D.  The  provider  did  not  maintain  copies  of  contract  proposals  for  either  its 
Department  of  Social  Services  or  Department  of  Education,  Bureau  of 
Nutrition  contracts. 

E.  The  provider's  bookkeeping  system  was  not  set  up  to  facilitate  the  reporting 
of  actual  program  expenses,  and  the  financial  statements  did  not  contain  a 
compliance  letter  or  segment  which  stated  that  the  books  and  records  were 
in  compliance  with  the  DSS  standard  purchase  agreement. 

F.  The  provider  did  not  retain  the  minutes  for  all  of  its  board  meetings. 

G.  The  provider  did  not  depreciate  its  building  and  had  not  capitalized  and 
depreciated  building  improvements,  as  required  by  generally  accepted 
accounting  principles  (GAAP). 

H.  The  provider  could  not  locate  quarterly  payroll  records  for  the  quarters  ended 
9/30/85  and  12/31/85. 
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I.  Payroll  advances  were  made  by  the  administrative  director  to  himself  during 
the  fiscal  year.  Subsequently,  the  administrative  director  was  terminated,  as 
provider  policy  did  not  allow  for  payroll  advances. 

J.  The  financial  statements  of  Central  School,  Inc.,  audited  by  William  P. 
Buonopane,  C.P.A.,  indicated  a  fund  balance  of  $46,922,  which  was  com- 
prised of  a  $9,389  operating  fund,  and  a  $37,533  plant  fund,  as  of  June  30, 
1986.  This  balance  included  excess  income  over  expenses  of  $6,500  which 
accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$235,395,  of  which  $152,076  was  generated  by  Department  of  Social  Ser- 
vices contracts  and  vouchers.  Of  the  $63,795  generated  from  other  fee-for- 
service  payments,  $57,393  was  from  client  fees,  and  $6,402  was  from  the 
Department  of  Education,  Bureau  of  Nutrition's  School  Lunch  Program. 
Additionally,  $19,524  was  received  from  grants  and  contributions,  rent 
revenue,  interest  and  miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $152,076,  represented  65 
percent  of  income,  while  other  fee  payers  for  service  represented  twenty- 
seven  percent  of  income.  The  remaining  revenues  represented  eight  per- 
cent of  income. 

EOHS/OAA  requested  that  SOS  review  this  report  and  determine  if  all  entities  have 
complied  with  filing  requirements.  In  addition,  DSS  was  asked  to  verify,  if  the  new 
provider  assumed  staff  and  programs,  that  its  practices  have  addressed  the  cited 
deficiencies.  An  appropriate  response  was  received  from  DSS  and  the  audit  was 
closed. 
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Auditee  Name: 

Child  Care  Resource  Center,  Inc. 

552  Massachusetts  Avenue 

Cambridge,  Ma.  02138 

Audit  #:        0-619-88 

Child  Care  Resource  Center,  Inc.,  a  non-profit  corporation,  provided  child  care  and 
referral  services  during  the  audit  period.  The  provider  contracted  with  the  Depart- 
ment of  Social  Services  and  the  Office  for  Children  and  was  audited  for  the  year 
ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  did  not  maintain  and  keep  on  file  an  adequate  and  detailed 
inventory  listing  of  equipment  which  made  it  impossible  to  determine  whether 
there  was  any  equipment  purchased  with  state  funds. 

C.  The  provider  did  not  have  detailed  descriptions,  types  and  categories  of 
equipment  that  was  listed  on  the  depreciation  schedule  in  its  RSC  11 00  Cost 
Report. 

D.  The  provider's  books  and  financial  records  indicated  that  $19,820  was 
omitted  under  the  revenues  section  of  the  financial  statements.  This  amount 
was  reimbursed  to  the  provider  for  a  special  training  project  contract  with 
the  Department  of  Social  Services,  for  the  service  period  July  1,  1986  to 
September  30,  1986.  This  revenue  was  recognized  and  classified  in  the 
general  ledger  by  the  fiscal  manager  as  an  asset  and  expensed  against  the 
asset  account,  training. 

E.  The  provider  failed  to  file  the  Annual  Report  with  the  Secretary  of  State's 
Office  for  fiscal  years  1985, 1986, 1987, 1988,  and  1989,  as  required. 

F.  The  provider's  financial  statements  did  not  contain  a  compliance  statement, 
nor  was  a  separate  letter  sent  from  the  provider's  certified  public  accountant 
giving  independent  assurance  that  the  provider's  financial  record-keeping 
practices  complied  with  the  requirements  in  Attachment  C  of  the  Standard 
DSS  Purchase  Agreement. 
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G.  1.  The  provider's  financial  statements,  prepared  by  Holdworth,  Burrell, 
and  Company,  CPAs,  for  the  fiscal  year  1987  did  not  set  forth  in 
reasonable  detail  the  nature  of  the  expenses  and  costs  incurred  in 
each  functional  category  of  programs  and  supporting  services  as 
required  by  the  AICPA  Industry  Audit  Guide  for  Voluntary,  Health  and 
Welfare  Organizations. 

2.  The  provider's  Rate  Setting  Commission  Cost  Report  listed  two 
programs,  whereas  five  services  were  indicated  on  the  provider's 
books  and  records. 

H.  The  financial  statements  of  Child  Care  Resource  Center,  Inc.,  audited  by 
Holdsworth,  Burrell  and  Company,  CPAs,  indicated  a  $67,178  Operating 
Fund  balance  as  of  June  30,  1987.  This  balance  included  excess  income 
over  expenses  of  $33,437,  which  accrued  during  fiscal  year  1987. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$1 ,485,398,  of  which  $942,781  was  generated  by  the  Department  of  Social 
Services  and  the  Office  for  Children  contracts.  Of  the  $260,265  generated 
from  other  fee-for-service  payments,  $211,470  was  from  private  fees  and 
$48,795  was  from  the  cities  of  Boston,  Cambridge,  and  Somerville.  An 
additional  $282,352  was  received  from  donations  and  grants,  sale  of  publi- 
cations, interest  and  other  income. 

EOHS  agency  revenues  received  by  the  provider,  $942,781,  represented 
63.5  percent  of  total  income,  while  other  fee  payers  for  service  represented 
fourteen  percent  of  income.  The  remaining  revenues  represented  twenty- 
two  and  one-half  percent  of  income. 

The  provider  contracted  with  the  Department  of  Social  Services  for  a  Voucher 
Day  Care  Management  Project.  Under  this  contract,  the  provider  ad- 
ministered $6,690,632  and  $238,625  in  such  programs  through  a  voucher 
payment  mechanism.  Because  these  funds  were  passed  through  to  other 
providers,  these  were  not  reflected  in  the  financial  statements  under  the 
Statement  of  Support,  Revenue,  Expenses,  and  Changes  in  Fund  Balances. 

In  addition,  this  analysis  did  not  include  $1 9,820  of  the  special  training  project 
funds  received  from  the  Department  of  Social  Services,  as  dicussed  in  finding 
D. 
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EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with  Child 
Care  Resource  Center,  Inc.  which  addresses  findings  A,  B,  C,  D,  and  F.  In  addition 
the  SOS  was  asked  to  review  finding  E  and  take  appropriate  action  and  RSC  was 
asked  to  review  finding  G  and  take  whatever  administrative  action  is  appropriate. 
A  response  was  received  from  RSC,  reporting  that  it  was  not  deemed  necessary 
or  appropriate  to  take  any  action. 
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Auditee  Name: 

Community  Multi-Service  Agency,  Inc. 

P.O.  Box  809 

Northampton,  Ma.  01061 

Audit  #:         0-292-88 

Community  Multi-Service  Agency,  Inc.,  a  non-profit  corporation,  provided  counsel- 
ing to  adolescents  at  risk  of  physical  or  sexual  abuse,  and  to  recently  immigrated 
individuals,  during  the  audit  period.  The  provider  contracted  with  the  Department 
of  Social  Services  and  the  Department  of  Public  Health  and  was  audited  for  the  year 
ended  June  30,  1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  did  not  file  an  Annual  Report  with  the  Office  of  the  Mas- 
sachusetts Secretary  of  State  for  the  fiscal  year  1987  as  required. 

C.  The  provider  did  not  segregate  expenses  by  contract  as  required. 

D.  A  compliance  letter  was  not  included  in  the  financial  statements  prepared  by 
the  provider's  CPA. 

E.  Accrued  vacation  expense  of  $2,126  was  not  included  in  the  liability  section 
of  the  provider's  balance  sheet  as  required.  As  a  result,  the  provider's  fund 
balance  of  $9,871  was  overstated  by  this  amount. 

F.  The  provider  billed  the  Department  of  Social  Services  for  1,397  units  of 
service.  However,  internal  reports  could  only  identify  649  hours  of  counsel- 
ing delivered.  Poor  fiscal  recordkeeping  practices  were  responsible  for  the 
lack  of  documentation. 

G.  The  auditors  were  unable  to  verify  that  all  positions  budgeted  in  the  DSS  and 
the  DPH  contracts  were  filled.  Job  descriptions  in  employee  files  did  not 
match  positions  as  budgeted  on  the  contracts. 
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H.  1 .  The  auditors  reviewed  31  client  files  (1 00%)  in  an  effort  to  substantiate 
billings  under  the  DSS  contract.  There  was  no  documentation  in  the 
files  to  substantiate  billings  for  counseling  services.  Poor  recordkeep- 
ing practices  were  responsible  for  the  lack  of  documentation  that 
would  provide  an  pudit  trail  from  consumer  records  to  contract 
invoices. 

2.  The  provider  was  unable  to  provide  the  auditors  with  documentation 
for  1 ,046  of  the  1 ,397  units  of  service  that  were  billed  to  DSS,  which 
represented  $22,886. 

I.  The  provider's  documentation  to  substantiate  $27,401  in  DMH  subcontract 
income  from  the  Franklin/Hampshire  Community  Mental  Health  Center,  Inc., 
was  inadequate. 

J.  The  financial  statements  of  Community  Multi-Service  Agency,  Inc.  audited 
by  Mark  A.  Goldberg,  CPA,  indicated  a  $9,871  fund  balance  as  of  June  30, 
1987.  This  balance  included  excess  income  over  expenses  of  $8,716  which 
accrued  during  fiscal  year  1987. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $145,406,  of  which  $38,285  was  generated  by  Department  of 
Social  Services  and  Department  of  Public  Health  contracts.  Of  the  $81,887 
generated  from  other  fee-for-service  payments,  $43,379  was  from  sub- 
contract income  from  another,  provider,  $20,000  from  the  United  Way, 
$16,508  from  municipalities,  and  $2,000  from  Hampshire  County.  Addition- 
ally, $25,234  was  received  from  donations,  vending  machine  revenue, 
interest,  rental  income,  and  in  donated  services  and  facilities. 

EOHS  agency  revenue  received  by  the  provider,  $38,285,  represented  26 
percent  of  total  income,  while  other  fee  payers  for  service  represented 
fifty-seven  percent  of  income.  The  remaining  revenue  represented  seven- 
teen percent  of  income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with  Com- 
munity Multi-Service  Agency,  Inc.,  which  addresses  findings  A,  C,  D,  E,  F,  G,  and 
H  (1).  DSS  was  also  requested  to  review  the  appropriateness  of  recovery  of  funds 
that  were  described  in  finding  H  (2).  In  addition,  SOS  was  requested  to  review 
finding  B  and  take  whatever  action  is  deemed  appropriate  and  DMH  was  asked  to 
review  finding  I  with  the  provider  and  take  whatever  action  is  deemed  appropriate. 
An  adequate  response  was  received  from  DMH. 


-41. 


Auditee  Name: 

Community  Workshops,  Inc. 
174  Portland  Street 
Boston,  Ma.  02114 

Audit  #:  C-593-88 

Community  Workshops,  Inc.,  a  non-profit  corporation,  provided  vocational 
rehabilitation  programs  to  the  emotionally,  physically  and  intellectually  handicapped 
during  the  audit  period.  The  provider  contracted  with  the  Department  of  Mental 
Health,  Massachusetts  Rehabilitation  Commission  and  the  Massachusetts  Com- 
mission for  the  Blind  and  was  audited  for  the  year  ended  June  30,  1986. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  As  of  November  20, 1987,  the  provider  had  not  filed  its  1986  Internal  Revenue 
Service  Form  990,  the  Secretary  of  State's  Annual  Report,  the  Attorney 
General's  Form  P.C.,  or  the  RSC  1100  Cost  Report. 

C.  The  provider  did  not  account  for  expenditures  by  program  and  contract  as 
required. 

D.  The  provider  did  not  allocate  time  worked  on  contracts  or  programs  on  the 
time  and  attendance  records,  as  required. 

E.  The  facilities  leased  by  the  provider  were  rented  from  the  Georgiana  Goddard 
Eaton  Memorial  Fund,  a  related  party.  The  trustees  for  the  lessor  who  signed 
the  lease  were  also  members  of  the  provider's  board  of  directors.  The 
provider  failed  to  report  this  relationship  to  the  Rate  Setting  Commission,  the 
Attorney  General's  Office  and  the  Internal  Revenue  Service,  as  required. 

F.  The  provider  paid  $23,840  into  an  annuity  for  its  employees  during  the  year 
ended  December  31,  1985.  This  figure  represented  6%  of  the  salaries  of 
those  who  participated  in  the  plan.  This  exceeded  allowable  contributions 
by  1%  resulting  in  disallowed  costs  of  $3,937. 
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G.  The  financial  statements  of  Community  Workshops,  Inc.,  audited  by  Seid- 
man  and  Seidman,  CPAs,  indicated  fund  balances  of  $909,458  and  $969,401 
as  of  December  31 ,  1985  and  1986,  respectively.  The  1985  balance  included 
a  deficit  of  expenses  over  revenue  of  ($153,045)  which  accrued  during  fiscal 
year  1985.  The  1986  balance  included  an  excess  of  revenue  over  expenses 
of  $122,907,  which  accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  1985  and  1986 
amounted  to  $2, 1 75,643  and  $2, 1 56,540,  respectively.  However,  due  to  the 
accounting  system  previously  discussed,  the  amounts  or  percentages  of 
EOHS  generated  revenues  were  not  determinable. 

EOHS/OAA  requested  that  MRC  negotiate  an  administrative  agreement  with  Com- 
munity Workshops,  Inc.  that  addresses  findings  A,  C  and  D.  Findings  B  and  E  were 
referred  to  the  AG,  and  finding  B  to  the  Secretary  of  State,  to  take  whatever  action 
is  deemed  appropriate.  RSC  was  requested  to  review  findings  E  and  Fto  determine 
whether  this  information  has  already  been  noted  and  whether  the  effect  on  rates  of 
reimbursement  has  been  appropriately  calculated.  Adequate  responses  were 
received  from  MRC  and  the  AG  and  the  audit  report  was  closed.  A  response  was 
received  from  RSC,  reporting  that  it  was  not  deemed  necessary  or  appropriate  to 
take  any  action. 


■43- 


Auditee  Name: 

Crossroads  Community  Growth  Center,  Inc. 

207  Eim  Street 

Holyoke,  Ma.  01040 

Audit  #:         0-244-88 

Crossroads  Community  Growth  Center,  Inc.,  a  non-profit  corporation,  provided  a 
variety  of  services  to  clients  in  need  of  mental  health  services  during  the  audit  period. 
The  provider  contracted  with  the  Departments  of  Social  Services,  Mental  Health, 
Public  Welfare,  and  the  Massachusetts  Rehabilitation  Commission  and  was  audited 
for  the  year  ended  June  30,  1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  One  weakness  was  noted  in  the  provider's  internal  controls.  The  provider 
did  not  maintain  a  detailed  inventory  listing  at  the  administrative  office. 

B.  The  provider  charged  $20,496  in  inadequately  documented  consultant  ex- 
penses to  the  Department  of  Mental  Health  contracts  during  fiscal  year  1987. 
Although  consultant  invoices  were  available  for  the  review,  they  did  not 
include  the  location,  specific  time,  or  the  name  of  the  client  to  whom  the 
services  were  provided  as  required  by  the  EOHS  General  Conditions, 
Section  VI,  Part  A. 

C.  A  review  of  $17,693  in  expenses  allocated  to  programs,  on  the  Rate  Setting 
Commission  1100  Cost  Report  submitted  for  fiscal  year  1987,  revealed 
expenses  which  did  not  directly  relate  to  the  provision  of  care  to  the 
provider's  clients. 

1 .  The  provider  entered  into  an  agreement  with  two  other  providers  to 
fund  the  Holyoke/Chicopee  Research  Project  conducted  by  the 
Western  Massachusetts  Training  Consortium,  Inc.  Of  the  $20,000 
annual  fee  per  provider,  Crossroads  Community  Growth  Center,  Inc. 
disbursed  $8,335  beginning  in  January,  1987  through  the  end  of  the 
fiscal  year.  These  expenses  were  reimbursed  through  a  cost  reim- 
bursement contract. 
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2.  The  provider  was  directed  by  the  Department  of  Mental  Health 
Holyoke/Chicopee  Area  Office  to  use  "discretionary  Medicaid  dollars" 
to  pay  $4,752  of  staffing  expenses  incurred  by  another  provider, 
Palmer  Associates,  for  the  care  of  its  clients. 

3.  Documentation  to  support  $4,606  of  direct  care  consultation  expen- 
ses, reimbursed  through  a  cost  reimbursement  contract,  could  not 
be  traced  to  services  to  clients. 

These  expenses  were  allocated  to  programs  on  the  Rate  Setting  Commis- 
sion 1100  Cost  Report,  prepared  by  Lester  Halpern  &  Company  P.C.  CPA. 
The  instructions  describe  expenses  for  the  non-program  category  as  those 
items  which  consist  of  any  direct  or  indirect  costs  which  do  not  benefit  a 
specific  program. 

D.  The  provider  incurred  a  net  deficiency  in  EOHS  unit  rate  contract  revenue 
during  the  fiscal  year  of  ($132,204).  The  three  programs  that  incurred  deficits 
were  supported  by  contracts  with  Department  of  Mental  Health  and  the 
Department  of  Social  Services,  which  represented  19%  of  EOHS  funding. 
Adding  these  three  programs  to  the  other  two  programs,  our  computation 
indicated  that  the  provider  incurred  a  net  overall  deficit  in  EOHS  funded 
programs  of  ($106,207)  during  the  fiscal  year. 

E.  The  financial  statements  of  Crossroads  Community  Growth  Center,  Inc., 
audited  by  Lester  Halpern  &  Company  P.C.  CPA,  indicated  a  $241 ,631  fund 
balance  comprised  of  a  $123,541  general  fund,  a  $97,649  capital  asset  fund, 
and  a  $20,441  grant  fund,  as  of  June  30, 1987.  This  balance  included  excess 
income  over  expenses  of  $7,896  which  accrued  during  fiscal  year  1987. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $1,430,770,  of  which  $1,342,115  was  generated  by  Medicaid, 
Department  of  Mental  Health,  Department  of  Social  Services,  Massachusetts 
Rehabilitation  Commission  and  Department  of  Public  Welfare  contracts  and 
support.  Of  the  $70,523  generated  from  fee-for-service  payments,  $58,615 
was  from  third  party  payers,  $8,638  from  a  Community  Development  Block 
Grant,  and  $3,270  from  the  United  Way.  Additionally,  $1 8, 1 32  was  received 
from  consulting  services,  vending  machine  profits,  interest  and  miscel- 
laneous income. 

EOHS  agency  and  Medicaid  revenues  received  by  the  provider,  $1 ,342,1 15, 
represented  94  percent  of  total  income,  while  other  fee  payers  for  service 
represented  five  percent  of  total  income.  The  remaining  revenue  repre- 
sented one  percent  of  total  income. 
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EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with 
Crossroads  Community  Growth  Center,  Inc.  which  addresses  findings  A  and  D.  In 
addition,  DMH  was  requested  to  review  finding  B  and  determine  if  recovery  of  funds 
is  appropriate.  Also,  DMH  was  asked  to  review  finding  C-2  and  take  whatever  action 
is  deemed  appropriate.  RSC  was  asked  to  review  finding  C  and  determine  if  this 
information  has  been  taken  into  account  in  computing  rates. 
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Auditee  Name: 

Department  of  Public  Health 

Division  of  Family  Health  Services 

150  Tremont  Street 

Boston,  Ma.  02108 

Audit  #:  0-609-88 

The  Division  of  Family  Health  Services  is  within  the  Department  of  Public  Health. 
Our  review  of  the  Social  and  Rehabilitative  Services  Procurement  and  Contracting 
System  was  conducted  for  the  period  July  1, 1986  to  June  30, 1987. 

A  summary  of  the  findings  contained  in  the  review  is  as  follows: 

A.  Several  weaknesses  were  noted  in  the  auditee's  internal  controls. 

B.  The  review  indicated  that  in  fiscal  year  1987,  DPH  failed  to  execute  and 
include  service  contract  purchase  agreement  forms  in  twenty-four  (24)  of  the 
twenty-five  (25)  sampled  agency  '07'  contract  folders. 

C.  During  the  audit  it  was  noted  that  two  contracts,  for  the  High-Risk  Infant  and 
Family  Programs,  were  due  for  competitive  rebidding  during  fiscal  year  1986, 
for  fiscal  year  1987.  However,  there  was  no  documentary  evidence  in  the 
agency's  files  to  indicate  that  Requests  for  Proposals  (RFPs)  were  prepared 
for  the  programs  in  order  for  the  contracts  to  be  competitively  rebid.  In 
addition,  there  were  no  waiver  request  statements  on  file  to  justify  renewal 
of  the  contracts  without  competitive  bidding. 

D.  In  four  contracts  that  were  sampled  and  identified  as  competitively  bid  for 
fiscal  year  1987,  auditors  were  unable  to  verify  that  the  service  as  described 
in  the  RFP  was  consistent  with  the  service  description  in  Attachment  A  of  the 
contract.  This  condition  resulted  from  the  unavailability  of  Attachment  A,  and 
from  failure  on  the  part  of  the  agency's  contract  personnel  to  provide  copies 
of  Requests  for  Proposal  (RFP)  for  the  remaining  three  contracts  in  the 
sample. 

E.  The  audit  noted  that  there  was  no  evidence  on  file  to  document  that  the  needs 
of  clients  were  determined  prior  to  the  purchase  of  special  clinical  services 
from  a  provider  in  fiscal  year  1987. 
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F.  There  was  no  evidence  on  file  to  document  that  three  proposals  submitted 
by  providers  during  fiscal  year  1987  had  been  initially  reviewed  by  the 
contracting  agency  to  determine  whether  minimum  requirements  and  man- 
datory conditions,  including  Prequalification  Standards,  had  been  met.  Fur- 
ther review  indicated  that  six  proposals  submitted  in  response  to  the  Request 
for  Proposals  for  the  Women,  Infant,  and  Children  (WIC)  Programs  also  were 
not  initially  scrutinized. 

G.  DPH  awarded  a  Sole  Source  Acquisition  of  Service  contract  on  a  non-com- 
petitive basis  in  fiscal  year  1987,  without  justification  in  writing.  The  justifica- 
tion should  have  been  filed  at  the  Comptrollers  Division. 

H.  DPH  failed  to  record  the  time  and  date  of  receipt  for  three  proposals 
submitted  by  bidders  in  response  to  the  Request  for  Proposals  for  Residen- 
tial Care  Programs  in  fiscal  year  1987. 

I.  During  the  audit  it  was  noted  that  the  following  records  and  required 
documentation  were  not  maintained  in  accordance  with  state  laws  and 
regulations. 

1 .  The  Sole  Source  Justification  Statement  for  one  contract  with  South 
Shore  A.R.C.,  Inc.  for  fiscal  year  1987  was  not  retained  in  the  agency's 
file. 

2.  The  Attachment  A,  Statement  of  Work  and  Objectives,  was  missing 
from  one  Residential  Care  contract  folder. 

3.  Files  for  five  (5)  of  twenty-five  (25)  contracts  sampled  for  fiscal  year 
1987  had  no  Service  Request  (SR)  Forms  available  to  verify  that  the 
contracts  had  EOHS  approval  prior  to  execution. 

4.  There  was  no  documentary  evidence  in  the  agency's  files  to  verify 
that  the  RFP  for  the  Women,  Infants,  and  Children  (WIC)  Programs, 
which  were  competitively  bid  in  fiscal  year  1987,  was  either  advertised 
in  any  local  newspapers,  or  was  publicized  in  the  Goods  and  Services 
Bulletin  of  the  Office  of  the  Secretary  of  State,  as  required. 

EOHS/OAA  requested  that  DPH  Central  Office  submit  a  written  response  which 
addresses  all  findings.  An  appropriate  response  was  received  from  DPH  and  the 
audit  was  closed. 


-48- 


Auditee  Name: 

Greater  Marlboro  Programs,  Inc. 

49  South  Street 

Northborough,  Ma.  01532 

Audit  #:         0-071-89 

Greater  Marlboro  Programs,  Inc.,  a  non-profit  corporation,  provided  a  variety  of 
services  to  the  mentally  retarded  during  the  audit  period.  The  provider  contracted 
with  the  Departments  of  Mental  Health  and  Social  Services  and  was  audited  for  the 
year  ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  There  was  a  lack  of  segregation  of  duties  in  the  Cash  Receipts  area. 

B.  During  the  review  of  the  financial  statements,  prepared  by  McCarthy, 
Hargrave  &  Co.,  Certified  Public  Accountants,  it  was  noted  that  $21,247  of 
income  was  reported  under  revenues  received  from  "Interest  and  Other 
Revenue."  However,  it  was  noted  that  this  amount  was  received  from  the 
Department  of  Social  Services. 

C.  The  financial  statements  of  Greater  Marlboro  Programs,  Inc.,  audited  by 
McCarthy,  Hargraves  &  Co.,  Certified  Public  Accountants,  indicated  a 
($15,963)  fund  deficit,  comprised  of  an  $18,106  Operating  Fund  and  a 
($34,069)  Plant  Fund  deficit.  This  Fund  deficit  included  an  excess  of  expen- 
ses over  revenues  of  ($65,968)  which  accrued  during  fiscal  year  1987. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$966,130,  of  which  $662,232  was  generated  by  Department  of  Mental  Health 
and  Department  of  Social  Services  contracts,  and  $3,993  was  deferred 
revenues  recognized  during  fiscal  year  1987.  Of  the  $240,003  generated 
from  fee-for-service  payments,  $124,371  was  from  client  fees,  and  $1 15,632 
was  from  rent  subsidies  of  the  U.S.  Department  of  Housing  and  Urban 
Development.  Additionally,  $59,902  was  received  from  donations,  fund-rais- 
ing, interest  income,  and  a  grant  from  the  United  Way. 

EOHS  agency  revenues  received  by  the  provider,  $666,225,  represented  69 
percent  of  total  income,  while  thirty-one  percent  represented  the  remaining 
revenues  received. 
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EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with 
Greater  Marlboro  Programs,  Inc.,  that  addresses  findings  A  and  B.  In  addition,  the 
EOHS  Office  of  Contracts  Management  was  requested  to  review  finding  C  and 
determine  if  this  provider  should  be  included  in  the  Vendor  Assistance  Program. 
Appropriate  responses  were  received  from  DMR  and  OCM  and  the  audit  was 
closed. 
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Auditee  Name: 

Horace  Mann  Educational  Associates,  Inc. 

29  Franklin  Street,  Unit  #3 

Wrentham,  Ma.  02093 

Audit  #:        0-620-89 

Horace  Mann  Educational  Associates,  Inc.,  a  non-profit  corporation,  provided 
residential  and  vocational  services  to  mental  health  clients  during  the  audit  period. 
The  provider  contracted  with  the  Department  of  Mental  Health,  the  Massachusetts 
Commission  for  the  Blind,  and  received  Medicaid  funding  from  the  Department  of 
Public  Welfare,  and  was  audited  for  the  year  ended  June  30,  1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  The  provider  did  not  maintain  an  updated  and  complete  inventory  of  equip- 
ment as  required. 

B.  The  financial  statements  of  Horace  Mann  Educational  Associates,  Inc., 
audited  by  Mullen  and  Company,  Certified  Public  Accountants,  indicated  a 
$130,219  Fund  Balance,  comprised  of  a  $109,552  Operating  Fund  and  a 
$20,667  Plant  Fund.  This  balance  included  a  deficiency  of  support  and 
revenue  over  expenses  of  ($50,631),  comprised  of  ($38,827)  of  Operating 
Funds  and  ($1 1,804)  of  Plant  Funds,  which  accrued  during  fiscal  year  1987. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $2,809,972,  of  which  $2,579,669  was  generated  by  DMH  and 
MCB  contracts  and  Medicaid.  Of  the  $221,503  generated  from  fee-for-ser- 
vice  payments,  $115,453  was  from  subcontract  income  and  $106,050  was 
from  client  fees.  Additionally,  $8,800  was  received  from  donations,  interest, 
and  miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $2,579,669,  represented 
approximately  ninety-two  percent  of  total  income,  while  other  fee  payers  for 
service  represented  approximately  eight  percent  of  income.  The  remaining 
revenues  represented  less  than  one  percent  of  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative  agreement  with 
Horace  Mann  Educational  Associates,  Inc.  that  addresses  finding  A.  Finding  B  was 
referred  to  the  EOHS  Office  of  Contract  Management  to  determine  whether  HMEA 
should  be  added  to  the  Vendor  Assistance  Program.  Appropriate  responses  were 
received  from  DMH  and  OCM  and  the  audit  was  closed. 
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Auditee  Name: 

Lynn  Community  Health,  Inc. 
86  Lafayette  Park 
Lynn,  Ma.  01903 


Audit  #:  0-447-88 

Lynn  Community  Health,  Inc.,  a  non-profit  corporation,  provided  a  variety  of  health 
programs  during  the  audit  period.  The  provider  contracted  with  the  Department  of 
Public  Health  and  was  audited  for  the  year  ended  June  30, 1986. 

The  following  information  resulted  from  the  review: 

A.  The  financial  statements  of  Lynn  Community  Health,  Inc.,  audited  by 
Alexander,  Aronson,  Finning  &  Co.,  P.C.,  Certified  Public  Accountants, 
indicated  a  $205,010  Fund  Balance  comprised  of  a  $107,582  Operating 
Fund,  a  $101 ,952  Plant  Fund,  and  a  deficit  of  ($4,524)  in  a  Capital  Campaign 
Fund,  as  of  June  30,  1986.  This  balance  included  excess  income  over 
expenses  of  $94,599,  which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$1,813,467,  of  which  $502,900  was  generated  by  the  Department  of  Public 
Health  contracts.  Of  the  $1,253,326  from  other  fee-for-service  payments, 
$791 ,848  was  from  client  fees,  $455,771  was  from  federal  and  commmunity 
development  grants  and  $5,707  was  received  from  miscellaneous  sources. 
Additionally,  $57,241  in  donated  goods  and  services  was  received  from 
various  sources. 

EOHS  agency  revenues  received  by  the  provider,  $502,900,  represented  28 
percent  of  total  income,  while  other  fee  payers  for  services  represented  sixty 
nine  percent  of  income.  The  remaining  revenues  represented  three  percent 
of  income. 

This  summary  was  submitted  to  DPH  and  RSC  for  informational  purposes  only. 
The  audit  has  been  closed. 
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Auditee  Name: 

Massachusetts  Half-Way  Houses,  Inc. 

P.O.  Box  348,  Back  Bay  Annex 

Boston,  Ma.  02117 

Audit  #:        C-171-88 

Massachusetts  Half-Way  Houses,  Inc.,  a  non-profit  corporation,  provided  services 
to  former  criminal  offenders  with  four  types  of  community  corrections  programs 
during  the  audit  period.  The  provider  contracted  with  the  Departments  of  Correc- 
tions, Mental  Health,  Youth  Services,  Social  Services,  and  the  Parole  Board  and 
was  audited  for  the  year  ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Two  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  During  the  audit,  it  was  determined  that  four  cost  categories  (payroll,  payroll 
taxes,  fringe  benefits,  and  consultants)  of  one  DYS  contract  were  expended 
at  less  than  90%  of  the  budgeted  dollar  figures.  The  actual  expenditures 
were  $25,445  (15  percent)  less  than  the  budgeted  contract  costs. 

C.  The  financial  statements  of  Massachusetts  Half-Way  Houses,  Inc.,  audited 
by  Alexander,  Aronson,  Finning  &  Co.,  P.C.,  indicated  a  $2,494,775  fund 
balance  comprised  of  a  $962,480  general  fund  and  a  $1 ,532,295  building 
and  equipment  fund  as  of  June  30,  1987.  This  balance  included  excess 
income  over  expenses  of  $438,81 1  which  accrued  during  fiscal  year  1987. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$4,297,756,  of  which  $2,726,116  was  generated  by  DOC,  DSS,  DYS,  DMH, 
and  Massachusetts  Parole  Board  contracts.  Of  the  $1 ,037,493  generated 
from  other  fee-for-service  payments,  $221 ,163  was  from  the  federal  govern- 
ment, $390,056  was  from  the  Executive  Office  of  Economic  Affairs,  $231 ,1 12 
was  from  the  City  of  Boston,  $183,948  was  from  Norfolk  and  Suffolk  Counties 
and  $1 1,214  was  from  Aid  to  Incarcerated  Mothers.  Additionally,  $534,147 
was  received  from  contributions,  rental,  training,  interest,  and  other  income. 

EOHS  agency  revenues  received  by  the  provider,  $2,726,116,  represented 
64  percent  of  total  income,  while  other  fee  payers  for  service  represented 
twenty-four  percent  of  income.  The  remaining  revenues  represented  twelve 
percent  of  the  income. 
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EOHS/OAA  requested  that  DOC  negotiate  an  administrative  agreement  with  Mas- 
sachusetts Half-Way  Houses,  Inc.  that  addresses  finding  A.  In  addition,  the 
Department  of  Youth  Services  was  requested  to  review  finding  B  and  determine  the 
appropriateness  of  recovery  of  funds.  An  appropriate  response  was  received  from 
DOC. 
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Auditee  Name: 

Mental  Health  Association  of 

Marlboro-Westboro  Area,  Inc. 

P.O.  Box  762 

Marlboro,  Ma.  01752 

Audit  #:  0-456-89 

Mental  Health  Association  of  Marlboro-Westboro  Area,  Inc.,  a  non-profit  corpora- 
tion, was  a  "partnership  clinic"  with  the  Department  of  Mental  Health.  The  provider 
contracted  with  the  Departments  of  Mental  Health,  Public  Health,  Mental  Retarda- 
tion, and  Social  Services  and  was  reviewed  for  the  period  July  1 ,  1987  to  November 
14,  1988.  It  should  be  noted  that  the  majority  of  the  provider's  contracts  and/or 
donated  state  employees  had  been  awarded  to  other  providers  in  the  area  for  fiscal 
year  1989,  and  the  corporation  ceased  the  bulk  of  its  operations  by  November. 

A  summary  of  the  observations  in  the  review  includes: 

A.  The  provider's  audited  Financial  Statements  for  the  year  ending  June  30, 
1988  had  not  been  issued  as  of  November  14, 1988.  The  statements  were 
not  issued  because  the  provider's  CPA  firm  was  unable  to  confirm  an 
accurate  figure  for  accounts  receivable.  According  to  internal  financial 
reports  of  the  provider,  the  fund  balance,  as  of  October  25,  1988,  was 
$174,926.  However,  accounts  receivable  as  of  that  date  of  $275,883,  per 
the  internal  financial  report,  could  not  be  confirmed. 

The  provider's  internal  financial  statements  projected  excess  expenses  over 
revenues  of  ($47,798)  for  the  period  July  1,  1988  through  June  30,  1989. 
This  projection  was  based  on  the  following  conclusions: 

1 .  The  provider  had  lost  six  DMH  contracts  and  had  been  assigned  only 
2  full-time  equivalent  (FTE)  state  positions  for  fiscal  year  1989,  com- 
pared to  previously  having  13  FTE  positions. 

2.  Occupancy  expense  increased  from  $9,000  to  $90,000  in  fiscal  year 
1985  and  would  have  remained  approximately  at  that  amount  for 
fiscal  year  1989. 

3.  The  provider  did  not  have  an  effective  system  for  identifying  and 
collecting  accounts  receivable,  or  for  aging  and  writing  off  uncollec- 
tible accounts. 
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4.        The  cost  of  transportation  for  clients  sent  to  the  Inman  Rehabilitation 
Program  exceeded  the  amount  reimbursed  to  provide  such  services. 

B.  The  client  records  have  been  retained  by  the  provider.  Provider  personnel 
initially  indicated  that  they  would  only  release  client  records  to  another 
provider  in  emergency  situations. 

C.  As  noted  above,  the  majority  of  the  provider's  contracts  and/or  donated  state 
employees  had  been  awarded  to  other  providers  in  the  area  for  fiscal  year 
1989.  Allegations  were  made  concerning  the  propriety  of  the  decision- 
making process.  Based  on  our  review,  conclusive  evidence  was  not  avail- 
able to  confirm  or  deny  these  allegations. 

D.  The  provider's  management  stated  to  the  auditors  that  the  corporation  was 
in  the  process  of  dissolution.  However,  as  of  November,  1989,  the  Attorney 
General's  Office  had  not  received  a  copy  of  a  petition  to  dissolve  from  the 
provider.  The  Attorney  General's  Office  was  informed  that  at  an  October  6, 
1988  general  staff  meeting,  the  executive  director  stated  that  the  board 
decided  to  make  monetary  payments  to  the  staff  with  any  money  left  over 
after  the  provider  discontinued  business  operations. 

EOHS/OAA  requested  that  DMH  review  observations  A,B,  and  C  and  take  whatever 
action  is  deemed  appropriate.  In  addition,  the  AG's  Public  Charities  Division  was 
asked  to  review  observation  D  and  take  whatever  action  is  deemed  appropriate. 
An  adequate  response  was  received  from  the  AG. 
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Auditee  Name: 

Milford  Assistance  Program,  Inc. 

10  Asylum  Street 

Milford,  Ma.  01757 

Audit  #:  BC-068-88 

Milford  Assistance  Program,  Inc.,  a  non-profit  corporation,  provided  inpatient  and 
outpatient  services  to  children  and  adolescents  during  the  audit  period.  The 
provider  contracted  with  the  Departments  of  Mental  Health,  Public  Health,  and 
Social  Services  and  was  audited  for  the  year  ended  June  30,  1984.  On  June  30, 
1985,  Milford  Assistance  Program,  Inc.  merged  with  the  Blackstone  Valley  Mental 
Health  Association,  Inc.  The  combined  entity  is  now  known  as  Community  Coun- 
seling Center  of  Blackstone  Valley,  Inc.  During  the  ensuing  years  many  of  the 
records  pertaining  to  the  audit  period  were  either  lost  or  misplaced. 

A  summary  of  the  audit  report  findings  includes: 

A.  Two  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  could  not  locate  its  1984  Secretary  of  State's  Annual  Report 
nor  could  it  locate  a  copy  of  the  bylaws  in  effect  during  the  audit  period. 

C.  The  proposals  for  funding  for  each  contract  from  the  Departments  of  Mental 
Health  and  Public  Health  could  not  not  be  located  for  the  audit  period. 

D.  The  provider's  audited  financial  statements  did  not  contain  a  letter  of 
assurance  from  an  independent  auditor  that  the  financial  record  keeping 
practices  were  in  compliance  with  Attachment  C  of  the  standard  Department 
of  Social  Services  purchase  agreement. 

E.  The  provider  could  not  locate  timesheets  for  the  period  of  July  1,  1983  to 
December  31,  1983,  that  were  needed  to  support  costs  of  $50,062  for 
salaries,  payroll  taxes  and  fringe  benefits. 

F.  The  provider  did  not  properly  authorize  vendor  invoices  for  payment.  A 
sample  of  25  invoices  were  inspected  and  15  invoices  had  not  been  properly 
authorized  for  payment. 

G.  The  provider  did  not  properly  disclose  related  party  information  on  its  IRS 
Form  990  as  required. 
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H.  The  provider  could  not  locate  client  attendance  calendars  or  other  documen- 
tation to  reconcile  or  support  invoicing  to  EOHS  agencies. 

I.  The  provider  did  not  maintain  a  formal  policy  for  determining  fee  and  client 
eligibility  as  required  by  DPH  regulations. 

J.  The  financial  statements  of  Milford  Assistance  Program,  Inc.,  audited  by 
Catella,  Valorie  and  Company,  indicated  a  ($9,903)  fund  deficit  as  of  June 
30,  1984.  This  balance  included  an  excess  of  expenses  over  income  of 
($12,046)  which  accrued  during  fiscal  year  1984. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$562,134,  of  which  $501,507  was  supported  by  DPH,  DSS  and  DMH 
contracts.  The  remaining  $60,627  was  generated  by  client  service  fees  and 
other  non-EOHS  agencies. 

EOHS  agency  revenues  received  by  the  provider,  $501 ,507,  represented  89 
percent  of  total  income,  while  non-EOHS  revenue  represented  1 1  percent  of 
total  income. 

EOHS/OAA  requested  that  DMH,  DPH,  and  DSS  review  all  findings  to  assure  that 
the  current  practices  of  Community  Counseling  Center  of  Blackstone  Valley,  Inc. 
address  all  issues.  Also,  the  Secretary  of  State  was  requested  to  review  finding  B 
to  verify  that  all  corporations  are  current  with  filing  requirements.  Appropriate 
responses  were  received  from  DMH  and  DPH. 
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Auditee  Name: 

North  Central  Human  Services,  Inc. 

31  Lake  Street 

Gardner,  Ma.  01440 

Audit  #:        0-271-89 

North  Central  Human  Services,  Inc.,  a  non-profit  corporation,  provided  a  variety  of 
mental  health  services  to  adults  and  children  in  north  central  Massachusetts  during 
the  audit  period.  The  provider  contracted  with  the  Departments  of  Public  Health, 
Mental  Health,  Mental  Retardation,  Social  Services,  and  the  Massachusetts 
Rehabiliation  Commission  and  was  audited  for  the  year  ended  June  30, 1988. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls.  In  its 
response,  the  provider  indicated  that  it  would  rectify  each  of  the  deficiencies. 

B.  The  provider  did  not  have  an  adequate  system  to  identify  uncollectible 
accounts  receivable.  In  addition,  the  provider  did  not  follow  up  on  disallowed 
Medicaid  and  third  party  receivables  in  a  timely  manner.  The  controller  of 
the  agency  stated  that  approximately  30  percent  of  the  third-party  revenues 
was  collected. 

C.  The  provider's  audited  financial  statements  for  fiscal  year  1988  presented 
third-party  program  revenue  net  of  allowances  for  uncollectible  receivables. 
The  netting  caused  the  provider's  revenue  and  expenses  to  be  understated 
by  approximately  $750,000. 

The  Office  of  the  State  Auditor's  report  for  fiscal  year  1980  also  cited  this 
provider's  practice  of  recording  third-party  income  net  of  allowances  on  a 
cash  basis.  Because  of  this  condition,  and  the  condition  noted  in  finding  B, 
the  gross  amount  of  billings  and  the  uncollectible  amounts  were  available 
only  on  an  approximate  basis  to  the  provider's  independent  CPA. 

D.  The  provider's  financial  statements  did  not  contain  a  compliance  statement, 
nor  was  a  separate  letter  sent  from  the  provider's  CPA  giving  independent 
assurance  that  the  provider's  financial  record-keeping  practices  complied 
with  the  requirements  defined  in  the  Attachment  C  of  the  Standard  DSS 
Purchase  Agreement. 
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E.  The  provider  did  not  file  the  required  Annual  Report  with  the  Secretary  of 
State's  Office  for  fiscal  year  1 988. 

F.  The  provider  paid  Educational  Living  Residences,  Inc.  (ELRI),  a  related  party 
with  common  board  members,  $24,016forthe  rental  of  telephone  equipment 
and  the  property  at  Linden  St.,  Winchendon,  Ma.  This  payment  exceeded 
the  cost  incurred  by  the  related  party  by  $13,091 . 

G.  The  provider  did  not  maintain  an  adequate  time  and  attendance  record  for 
one  employee  who  earned  $48,813  during  fiscal  year  1988. 

H.  The  financial  statements  of  North  Central  Human  Services,  Inc.,  combined 
with  Educational  Living  Residences,  Inc.,  audited  by  Hugh  O.  Wesley  C.P.A., 
indicated  a  $313,01 1  fund  balance  comprised  of  a  $218,703  operating  fund, 
and  a  $94,308  plant  fund  as  of  June  30, 1988.  This  balance  included  excess 
income  over  expenses  of  $19,1 10  which  accrued  during  fiscal  year  1988. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $2,644,840,  of  which  $2,275,274  was  generated  by  DMR,  DSS, 
DMH,  DPH,  and  MRC  contracts  and  support.  Of  the  $348,231  generated 
from  other  fee-for-service  payments,  $23,828  was  from  client  rents,  and 
$324,403  from  program  revenues.  Additionally,  $21,335  was  received  from 
donations  and  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $2,275,274,  represented 
86  percent  of  total  income,  while  other  fee  payers  for  service  represented 
thirteen  percent  of  total  income.  The  remaining  revenues  represented  less 
than  one  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative  agreement  with  North 
Central  Human  Services,  Inc.  which  addresses  findings  A,  B,  C,  and  G.  EOHS/OAA 
also  requested  that  DSS  negotiate  an  administrative  agreement  which  addresses 
finding  D.  In  addition,  RSC  was  asked  to  review  finding  F  to  determine  if  this 
information  had  been  taken  into  account  in  computing  rates,  and  the  Secretary  of 
State  was  asked  to  review  finding  E  and  take  appropriate  action.  An  adequate 
response  was  received  from  DMH.  A  response  was  received  from  RSC,  verifying 
the  information  referred  in  the  audit. 
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Auditee  Name: 

Northern  Educational  Services,  Inc. 

622  State  Street 

Springfield,  Ma.  01109 

Audit  #:  0-092-89 

Northern  Educational  Services,  Inc.,  a  non-profit  corporation,  provided  educational 
programs  and  activities  specifically  designed  to  address  the  needs  of  the  com- 
munity in  Springfield,  during  the  audit  period.  The  provider  contracted  with  the 
Departments  of  Public  Health  and  Social  Services  and  was  audited  for  the  year 
ended  June  30,  1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  maintained  its  financial  books  and  records  on  a  fiscal  year 
ending  September  30,  1987.  Eighty-eight  percent  (88%)  of  the  provider's 
funding  was  derived  from  EOHS  contracts,  which  were  negotiated  with 
effective  dates  ending  June  30,  1987.  A  reconciliation  of  contract  earnings 
in  relation  to  contract  expenditures  was  not  prepared  on  the  June  30th  date, 
with  certified  and  adjusted  figures  as  a  verification  of  the  result  of  each 
contract  agreement.  This  was  in  violation  of  the  Department  of  Social 
Services,  Financial  Recordkeeping  Requirements,  Attachment  C. 

C.  The  provider  did  not  pay  overtime  wages  at  a  rate  of  time  and  one-half  of 
regular  rates  of  pay  for  employees  who  worked  in  excess  of  40  hours  per 
week.  This  was  in  violation  of  the  U.S.  Department  of  Labor,  Code  of  Federal 
Regulations,  Title  29,  Part  778,  Subpart  B. 

D.  A  review  of  the  fiscal  year  1987  Rate  Setting  Commission  1 100  Cost  Report 
indicated  that  the  provider  incurred  a  net  $35,141  excess  in  EOHS  contract 
revenue  during  the  fiscal  year.  The  programs  that  realized  excess  funding 
were  supported  by  contracts  with  DSS  and  DPH  and  represented  80%  of 
EOHS  revenue. 

E.  The  financial  statements  of  Northern  Educational  Services,  Inc.  audited  by 
Kirby,  Dowal,  and  Associates,  CPA,  indicated  a  $188,952  fund  balance  for 
the  year  ending  September  30, 1987.  This  balance  included  excess  income 
over  expenses  of  $17,172  which  accrued  during  fiscal  year  1987. 
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Total  revenue  received  by  the  provider  for  this  same  period  amounted  to 
$809,266,  of  which  $713,683  was  supported  by  contracts  with  the  Depart- 
ments of  Public  Health  and  Social  Services.  Of  the  $85,224  generated  from 
other  fee-for-service  payments,  $37,176  was  a  Community  Development 
Block  Grant,  $32, 1 83  was  from  client  fees,  and  $1 5,865  from  the  Department 
of  Education.  Additionally,  $10,359  was  received  from  interest,  gifts, 
photocopy  income,  and  miscellaneous  sources. 

The  EOHS  agency  revenue  received  by  the  provider,  $713,683,  represented 
88  percent  of  total  income,  while  other  fee  payers  for  service  represented 
eleven  percent  of  total  income.  The  remaining  revenue  represented  one 
percent  of  total  income. 

EOHS/OAA  requested  that  DPH  negotiate  an  administrative  agreement  with  North- 
ern Educational  Services,  Inc.  which  addresses  finding  A.  EOHS/OAA  also  re- 
quested that  DSS  negotiate  an  administrative  agreement  which  addresses  finding 
B.  In  addition,  DPH  and  DSS  were  both  asked  to  review  finding  D  and  determine 
whether  reimbursement  was  appropriate.  It  should  also  be  noted  that  finding  C 
was  referred  to  the  U.S.  Dept.  of  Labor  for  its  review.  An  adequate  response  was 
received  from  DPH. 
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Auditee  Name: 

Pernet  Family  Health  Services,  Inc. 

237  Millbury  Street 

Worcester,  Ma.  01601 

Audit  #:         0-618-88 

Pernet  Family  Health  Services,  Inc.,  a  non-profit  corporation,  provided  skilled 
nursing,  health  care  and  other  supportive  services  in  the  homes  of  needy  families 
during  the  audit  period.  The  provider  contracted  with  the  Department  of  Social 
Services,  the  Department  of  Public  Health  and  the  Massachusetts  Rehabilitation 
Commission  and  was  audited  for  the  year  ended  June  30,  1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls.  In  its 
response  the  provider  stated  that  each  of  these  deficiencies  had  been 
addressed. 

B.  A  review  of  employee  records  revealed  that  9  out  of  1 2  employee  files  tested 
did  not  contain  job  descriptions. 

C.  The  provider  had  five  EOHS  contracts  during  fiscal  year  1987.  The  required 
attachments  to  each  contract  were  not  part  of  the  contract  packages. 

D.  The  provider  failed  to  disclose  related  party  transactions  with  an  affiliated 
religious  order  on  its  Attorney  General  Public  Charities  Form  PC,  as  required. 
The  transactions  were  disclosed  on  the  IRS  990,  which  was  attached  to  the 
PC  Form. 

E.  The  provider  renovated  the  first  floor  of  its  building  at  a  total  cost  of  $41 ,099. 
The  provider  did  not  capitalize  these  renovations  on  its  financial  statements, 
but  rather  expensed  them  in  fiscal  year  1987.  Of  this  amount,  $16,824  was 
not  reported  on  the  RSC 1 100  Cost  Report,  because  this  amount  was  raised 
from  contributions  intended  for  renovations  and  the  provider  did  not  think  it 
was  necessary  to  report  it  on  the  RSC  1 100.  The  difference  of  $24,275  was 
expensed  on  the  fiscal  year  1987  RSC  1 100,  causing  repair  and  maintenance 
expense  to  be  overstated  by  $22,220. 


-63- 


F.  The  financial  statements  of  Pernet  Family  Health  Services,  Inc.,  audited  by 
Bergin  and  Crotty,  Certified  Public  Accountants,  indicated  a  ($2,274)  fund 
deficit  comprised  of  a  ($31 ,941)  Operating  Fund  Deficit,  and  a  $29,667  Plant 
Fund  balance,  as  of  June  30, 1987.  This  deficit  included  excess  income  over 
expenses  of  $27,839,  which  accrued  during  fiscal  year  1987. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$605,467,  of  which  $383,522  was  supported  by  Medicaid,  DSS,  DPH,  and 
MRC  contracts.  The  $75,529  generated  from  other  fee-for-service  payments 
was  from  third  party  insurance.  Additionally,  $146,416  was  from  contribu- 
tions, the  Bishop's  Fund,  the  United  Way  and  interest  income. 

EOHS  agency  and  Medicaid  revenues  received  by  the  provider,  $383,522, 
represented  63  percent  of  total  income,  while  other  fee  payers  for  service 
represented  thirteen  percent  of  total  income.  The  remaining  revenues 
represented  twenty-four  percent  of  total  income. 

EOHS\OAA  requested  that  DSS  negotiate  an  administrative  agreement  with  Pernet 
Family  Health  Services,  Inc.  that  addresses  findings  A,  B,  and  C.  RSC  was 
requested  to  review  finding  E  to  determine  whether  this  information  has  already 
been  noted  and  whether  the  effect  on  rates  of  reimbursement  has  been  appropriate- 
ly calculated.  In  addition,  the  Attorney  General's  Office  was  requested  to  review 
finding  D  and  to  take  whatever  action  is  deemed  appropriate,  and  the  EOHS  Office 
of  Contract  Management  was  requested  to  review  finding  F  and  determine  if  this 
provider  has  been  added  to  the  Vendor  Assistance  Program.  An  adequate 
response  was  received  from  OCM  and  the  AG  is  currently  reviewing  the  audit. 
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Auditee  Name: 

Preparatory  Rehabilitation  for  Individual  Development 

and  Employment  (PRIDE),  Inc. 

3  Maple  Street,  P.O.Box  412 

Taunton,  Ma.  02780 

Audit  #:         0-612-89 

Preparatory  Rehabilitation  for  Individual  Development  and  Employment,  (PRIDE) 
Inc.,  a  non-profit  corporation,  provided  work  related  programs  to  the  mentally 
retarded  during  the  audit  period.  The  provider  contracted  with  the  Department  of 
Mental  Retardation  and  the  Massachusetts  Rehabilitation  Commission  and  was 
audited  for  the  years  ended  June  30, 1987  and  June  30, 1988. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  provider  did  not  maintain  time  sheets  for  all  types  of  employees. 

C.  The  provider  did  not  issue  IRS  Forms  1099  to  two  entities  which  received 
payments  in  excess  of  $600.  during  calendar  years  1987  and  1988.  During 
1987,  these  payments  totaled  $36,438,  and  in  1988,  the  total  was  $41,916. 
The  provider  noted  in  its  response  that  amended  Forms  1099  would  be 
issued  to  the  two  entities  for  the  years  1987  and  1988,  and  that  they  would 
continue  to  issue  the  forms  in  the  future. 

D.  The  provider's  CPA  calculated  depreciation  on  the  RSC  1100  Cost  Report, 
but  did  not  use  the  correct  service  lives,  per  the  Rate  Setting  Commission's 
schedule,  for  equipment.  The  provider's  actual  depreciation  totaled 
$19,064.78,  which  resulted  in  a  variance  of  $3,257.90  that  should  have  been 
deferred. 

E.  The  financial  statements  of  Preparatory  Rehabilitation  for  Development  and 
Employment,  Inc.,  audited  by  Jennings,  Cody  and  Leahy,  CPAs,  indicated 
a  $256, 1 55  fund  balance,  comprised  of  a  $1 26, 1 1 0  Current  Fund,  a  $73,31 7 
Board  Designated  Fund,  and  a  $56,728  Property  Fund,  as  of  June  30, 1988. 
This  balance  included  excess  income  over  expenses  of  $30,700,  which 
accrued  during  fiscal  year  1988. 
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Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $1,091,878,  of  which  $482,010  was  generated  by  DMR  and 
MRC  contracts  and  support.  Of  the  $580,674  generated  from  other  fee 
payers  for  service,  $1,077  was  from  the  Department  of  Education,  $10,022 
from  the  United  Way,  and  $569,576  from  service  fees.  Additionally,  $29,194 
was  received  from  donated  salaries,  interest,  and  miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $482,010,  represented 
forty-four  percent  of  total  income,  while  other  fee  payers  for  service  repre- 
sented fifty-three  percent  of  total  income.  The  remaining  revenues  repre- 
sented approximately  three  percent  of  total  income. 

EOHS/OAA  requested  that  MRC  negotiate  an  administrative  agreement  with  PRIDE, 
Inc.  that  addresses  findings  A  and  B.  In  addition,  RSC  was  requested  to  review 
finding  D  to  determine  whether  this  information  has  already  been  noted,  and  to 
confirm  that  appropriate  rate  action  had  been  taken.  It  should  be  noted  that  finding 
C  has  been  referred  to  the  IRS  to  take  whatever  action  is  deemed  necessary.  An 
adequate  response  was  received  from  MRC  and  the  audit  was  closed.  A  response 
was  received  from  RSC,  reporting  that  it  was  not  deemed  necessary  or  appropriate 
to  take  any  action. 
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Auditee  Name: 

The  Germaine  Lawrence  School,  Inc. 

18  Claremont  Ave. 

Arlington,  Ma.  02174 

Audit  #:  0-522-87 

The  Germaine  Lawrence  School,  Inc.,  a  non-profit  corporation,  provided  a  wide 
spectrum  of  services  to  adolescent  girls  in  the  Commonwealth  during  the  audit 
period.  The  provider  contracted  with  the  Departments  of  Social  Services,  Mental 
Health,  and  Youth  Services  and  was  audited  for  the  year  ended  June  30, 1986. 

A  summary  of  the  audit  report  findings  includes: 

A.  One  weakness  was  noted  in  the  provider's  internal  controls.  An  imprest  fund 
for  petty  cash  was  not  utilized  even  though  a  substantial  amount  of  petty 
cash  was  used  at  various  residential  locations  to  meet  programmatic  expen- 
ses. 

B.  The  provider's  contribution  to  a  pension  plan  on  behalf  of  employees 
exceeded  the  five  percent  cap  established  by  the  Rate  Setting  Commission. 
This  practice  resulted  in  excess  costs  of  $2,604  for  this  fringe  benefit. 

C.  The  provider  failed  to  maintain  rental  agreements  for  four  clients  in  the 
Germaine  Lawrence  Intensive  (GLI)  program  who  were  recipients  of  monthly 
SSI  payments. 

D.  The  financial  statements  of  The  Germaine  Lawrence  School,  Inc.,  audited  by 
Mathias,  Barnes  &  Henshaw,  P.C.,  indicated  an  Operating  Fund  Balance  of 
$133,681  as  of  June  30,  1986.  This  balance  included  excess  income  over 
expenses  of  $5,924  which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  during  this  same  period  amounted 
to  $2,355,009,  of  which  $1 ,568,955  was  generated  by  DSS,  DMH,  DYS,  and 
DOE  contracts  and  support.  Of  the  $759,644  from  other  fee-for-service 
payments,  $442,674  was  Chapter  766  funding  from  Commonwealth  of 
Massachusetts  cities  and  towns,  $239,701  was  from  New  Hampshire  and 
Rhode  Island  tuitions,  $50,843  was  from  private  tuitions,  and  $26,426  was 
from  the  DOE  Bureau  of  Nutrition.  Additionally,  $26,410  was  received  from 
donations,  contributions  and  miscellaneous  sources. 
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EOHS  agency  revenues  received  by  the  provider,  $1,568,955,  represented 
67  percent  of  total  income,  while  other  fee  payers  for  service  represented 
thirty-two  percent  of  total  income.  The  remaining  revenues  represented  one 
percent  of  total  income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with  The 
Germaine  Lawrence  School,  Inc.,  which  addresses  finding  A.  In  addition,  DMH  was 
requested  to  negotiate  an  administrative  agreement  with  the  provider  that  addres- 
ses finding  C.  RSC  was  asked  to  review  finding  B  to  determine  if  this  information 
had  been  taken  into  account  in  computing  rates. 
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Auditee  Name: 

Veterans'  Outreach  Services,  Inc. 

Power  Square 

Greenfield,  MA  01301 

Audit  #:         0-580-88 

Veterans'  Outreach  Services,  Inc.,  a  non-profit  corporation,  provided  counseling 
services  to  veterans  and  their  families  during  the  audit  period.  The  provider 
contracted  with  the  Office  of  the  Commissioner  of  Veterans'  Services  and  was 
audited  for  the  fiscal  year  ended  June  30, 1986. 

A  summary  of  the  findings  contained  in  the  report  is  as  follows: 

A.  There  were  many  significant  weaknesses  noted  in  the  provider's  system  of 
internal  control. 

B.  The  audit  period  covered  for  this  report  was  fiscal  year  1986  (July  1,  1985 
through  June  30,  1986).  At  that  time,  Veterans'  Outreach  Services,  Inc. 
operated  as  the  Pioneer  Valley  Chapter  of  the  Vietnam  Veterans  of  America. 
On  August  8,  1986,  Veterans  Outreach  Services,  Inc.  (VOSI)  was  incor- 
porated as  a  separate  entity.  The  first  fiscal  year  for  VOSI  was  1987.  Nearly 
six  months  after  the  end  of  that  time  period,  VOSI  had  not  filed,  or  requested 
exemption  from  filing  the  following  materials:  the  IRS  Form  990,  the  Attorney 
General's  Public  Charities  Form  P.C.,  the  Secretary  of  State's  Annual  Report, 
and  the  RSC  1 100  Cost  Report.  In  addition,  the  auditor  was  not  able  to  find 
a  record  of  an  IRS  Form  990  for  the  Pioneer  Valley  Vietnam  Veterans  of 
America,  Chapter  #50. 

C.  The  performance  of  a  considerable  number  of  audit  procedures  was  either 
not  possible  or  hindered  by  the  following  conditions: 

1 .  The  provider  did  not  maintain  a  complete  copy  of  its  fiscal  year  1986 
Veterans'  Services  contract  document. 

2.  There  was  no  accounting  system  in  place.  The  maintenance  of 
records  was  not  the  responsibility  of  any  one  individual.  Cash  disbur- 
sements and  payroll  journals  were  maintained  on  a  sporadic  basis. 
No  cash  receipts  or  accounts  payable  journals  were  maintained.  For 
some  intervals  of  time,  no  checkbook  was  available  to  document 
disbursements. 

3.  No  fixed  asset  or  depreciation  records  were  maintained. 
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4.  No  financial  statements  were  prepared  for  management  use. 

5.  No  payroll  journals  were  maintained  from  August,  1985  to  April,  1986, 
and  the  amounts  reported  for  payroll  in  the  backup  documentation 
for  monthly  contract  invoices  was  incomplete. 

6.  For  the  fiscal  year  ended  June  30, 1 986,  $63,709  of  expenditures  were 
reimbursed  to  the  provider  under  a  Veterans'  Services  contract. 
Support  documentation  for  these  expenditures  was  incomplete.  Can- 
celled checks  were  often  the  only  form  of  documentation  available. 

D.  VOSI  maintained  one  cost  reimbursement  contract  with  Veterans'  Services 
during  fiscal  year  1986,  which  was  its  primary  funding  for  counseling  for 
veterans  and  their  families.  Attempts  to  test  contract  invoicing  proved 
inconclusive  because  accounting  records  and  procedures  were  inconsis- 
tent. The  following  conditions  existed  as  noted  in  the  auditor's  review: 

1 .  A  review  of  the  provider's  cash  receipts  determined  that  $63,709  was 
received  under  a  cost  reimbursement  contract  with  an  amended 
maximum  obligation  of  $63,400.  This  $309  over-reimbursement 
should  be  recovered  per  EOHS  General  Conditions. 

2.  An  effort  to  test  two  months  invoicing  (February  and  March)  to 
Veterans'  Services  determined  that  the  provider  did  not  maintain 
records  of  these  invoices.  Therefore,  $12,730  in  reimbursement  was 
not  documented. 

3.  Salaries  were  incorrectly  invoiced  through  the  Veterans'  Services 
contract.  The  net  result  was  that  the  provider  did  not  invoice  for 
payroll  taxes. 

4.  The  provider  invoiced  gross  payroll  for  amounts  less  than  actual 
payroll  expense  (see  D-3  above). 

5.  Additional  examination  of  payroll  records  and  related  invoicing 
revealed  the  following: 

•  An  uncashed  $250  payroll  check  which  was  reimbursed  through 
the  contract. 

•  Contradictory  documentation  for  the  July,  August  and  November, 
1986  payroll  summaries. 
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•  Persons  invoiced  for  salaried  positions  changed  frequently,  and 
in  some  months  more  than  one  person's  salary  was  invoiced 
under  one  budgeted  staff  position. 

6.  The  auditor  determined  that  $569  of  invoiced  and  reimbursed  expen- 
ditures were  either  improperly  invoiced  or  undocumented  per  EOHS 
General  Conditions,  and  Rate  Setting  Regulations. 

E.  The  provider  did  not  have  any  written  personnel  policies  as  required  by 
EOHS  General  Conditions. 

F.  Employee  timesheets  were  maintained  on  a  sporadic  basis  with  no  distinc- 
tion made  between  regular,  sick  or  vacation  hours.  In  addition,  payroll 
expenses  of  $32,405  for  August,  1985  to  April,  1986  were  not  traceable  to 
payroll  journals. 

G.  During  the  period  from  January,  1985  to  November,  1985,  two  employees 
did  not  have  payroll  taxes  deducted  from  their  pay  and  their  salaries  were 
not  included  on  the  IRS  Form  941 .  The  total  paid  to  these  individuals  during 
this  period  was  $18,513. 

H.  Due  to  a  lack  of  financial  management  personnel  and  internal  controls,  the 
auditor  noted  instances  of  late  filing  or  nonfiling  of  several  tax  reports. 

I.  The  auditor  was  not  able  to  trace  the  units  of  service  reported  on  the  service 
delivery  reports  to  client  attendance  logs,  because  these  mechanisms  did 
not  provide  an  adequate  audit  trail. 

J.  The  auditor  chose  twelve  client  files  for  testing.  Six  of  the  twelve  files  were 
no  longer  on  the  premises,  and  the  rest  were  incomplete. 

K.  The  provider  did  not  maintain  employee  files  for  its  current  or  former 
employees. 

L.  The  provider  had  various  staffing  changes  during  the  fiscal  year.  Employees 
frequently  changed  jobs,  and  subsequently  reverted  back  to  their  old  jobs. 
Throughout  the  year,  there  were  employees  who  were  also  Board  members. 
None  of  the  qualifications  of  any  of  these  employees  could  be  verified 
because  of  the  lack  of  employee  files. 

M.  The  provider  did  not  issue  IRS  Forms  1099  to  two  individuals  who  earned  in 
excess  of  $600  dollars  during  calendar  year  1986  as  required. 
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N .  The  provider  had  a  "barter"  arrangement  with  a  legal  consultant  by  which  the 
clients  received  legal  services  and  the  consultant  received  office  space, 
telephone  service  and  xerox  use.  There  was  no  value  given  to  any  of  these 
services.  However,  the  state  contract  included  rental  expenses,  and  by 
giving  office  space  in  return  for  legal  services,  the  provider  was  indirectly 
funding  legal  services  which  were  not  in  the  contract. 

O.  The  provider  did  not  maintain  agreements  between  itself  and  consultants. 
In  addition,  there  were  no  timesheets  or  invoices  for  consultant  services. 

P.  Through  the  review  of  correspondence,  minutes  from  Board  meetings,  and 
discussions  with  personnel  at  the  provider,  the  auditor  was  informed  that  the 
Office  of  the  Commissioner  of  Veterans'  Services  had  reviewed  the 
provider's  operation.  However,  the  provider  maintained  no  record  of  any 
review  in  the  form  of  findings,  recommendations  or  follow-up  procedures. 

Q.  As  noted  above,  the  following  potential  conflicts  of  interest  existed  within  the 
provider's  Board  of  Directors: 

•  Several  employees  of  the  provider  were  also  voting  Board  mem- 
bers. 

•  Several  members  of  the  Board  had  spouses/mates  who  were 
employees  of  the  provider. 

•  Some  voting  Members  of  the  Board  acted  as  paid  consultants. 

R.  In  December,  1987,  the  provider  renegotiated  a  loan  from  a  bank,  which  it 
had  not  satisfied  more  than  one  year  after  it  was  due.  There  were  several 
references  to  this  outstanding  liability  in  the  Board  minutes  and  in  correspon- 
dence from  the  bank. 

S.  The  auditor  reviewed  the  provider's  site  lease  agreements  and  found  them 
incomplete.  There  appeared  to  be  no  complete  lease  since  July  1, 1986. 

T.        The  provider  did  not  maintain  a  detailed  listing  of  fixed  assets  as  required. 

U.        A  review  of  the  provider's  Board  minutes  revealed  the  following  information: 

The  Board  was  aware  of  the  accounting  problems  which  existed 
and  twice  tried  to  institute  changes.  However,  no  system  had 
been  implemented. 

The  Board  felt  that  the  provider  was  not  following  spending 
guidelines. 


• 


• 
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•  Letters  of  resignation  submitted  by  staff,  and  a  request  for  the 
resignation  of  an  Executive  Director  by  the  Board  indicated  strife 
between  the  Board  and  staff,  with  staff  operating  autonomous  of 
Board  directives. 

V.  As  of  October,  1987,  an  outstanding  payroll  tax  liability  of  $18,521  existed. 
The  provider  had  since  entered  into  a  repayment  agreement  with  the  Division 
of  Employment  and  Training,  and  the  IRS  had  levied  the  provider's  escrow 
tax  account  for  back  taxes.  As  of  January  1988,  there  was  no  evidence  of 
an  agreement  with  the  Massachusetts  Department  of  Revenue.  The  auditor 
has  estimated  the  outstanding  tax  liability  at  $12,680. 

W.  An  examination  of  employee  fringe  benefits  determined  that  the  executive 
director  of  the  provider  had  $575  in  health  insurance  paid  for  himself  only. 

X.  An  examination  of  cancelled  checks  and  disbursement  records  determined 
that  employees  frequently  took  payroll  advances  or  loans,  and  in  some 
instances  had  personal  bills  paid  by  the  provider.  There  were  no  written 
instruments  to  outline  these  practices.  It  was  sometimes  the  case  that  the 
person  receiving  the  money  was  the  person  who  signed  the  check.  The 
Board  took  action  to  stop  these  practices  in  April,  1987. 

EOHS/OAA  requested  that  the  Office  of  the  Commissioner  of  Veterans'  Services 
negotiate  an  administrative  agreement  with  Veterans'  Outreach  Services,  Inc.  which 
addressed  findings  A,  B,  C,  D-2  through  D-4,  E,  F,  G,  H,  I,  J,  K,  L,  M,  N,  O,  P,  Q, 
R,  S,  T,  U,  V  and  X.  In  addition,  the  administrative  agreement  should  address  the 
recovery  of  $1 ,703  noted  in  findings  D-1 ,  D-5,  D-6  and  W.  In  addition  the  RSC, 
Secretary  of  State  and  the  Attorney  General's  Public  Charities  Division  were 
requested  to  review  finding  B  and  to  take  whatever  action  was  necessary.  The 
EOHS  Office  of  Contract  Management  was  asked  to  review  the  report  and  deter- 
mine if  the  Commonwealth  should  be  doing  business  with  this  provider.  It  should 
be  noted  that  findings  B,  G,  H  and  V  have  been  referred  to  the  IRS,  and  that  findings 
H  and  V  have  been  referred  to  the  Massachusetts  Department  of  Revenue  for 
whatever  actions  were  deemed  appropriate.  Adequate  responses  were  received 
from  OCM,  AG,  and  Veterans'  Services.  A  response  was  received  from  RSC, 
reporting  that  it  had  granted  the  provider  an  exemption  from  reporting  requirements. 
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Auditee  Name: 

Westfield  Area  Mental  Health  Clinic,  Inc. 

20  Broad  Street 

Westfield,  Ma.  01085 

Audit  #:         0-614-88 

The  Westfield  Area  Mental  Health  Clinic,  Inc.,  a  non-profit  corporation,  provided  a 
variety  of  services  to  residents  of  Westfield  and  surrounding  communities  during 
the  audit  period.  The  provider  contracted  with  the  Departments  of  Mental  Health 
and  Social  Services  and  was  audited  for  the  year  ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  Several  weaknesses  were  noted  in  the  providers  internal  controls. 

B.  The  accounting  records  maintained  by  the  provider  did  not  allocate  expen- 
ses to  contract  budgets  for  fiscal  year  1987.  All  expenses  incurred  were 
allocated  to  two  programs  which  were  partially  funded  by  five  EOHS  con- 
tracts. 

C.  The  provider  billed  twice  for  certain  units  of  service,  reimbursed  by  three  unit 
rate  contracts,  for  a  total  excess  reimbursement  of  $5,909. 

D.  The  provider  has  experienced  operating  losses  for  the  past  three  fiscal  years. 
The  losses  were  accrued  as  follows: 

FY  1986  =  ($158,337),  27%  of  total  revenue 

FY  1987  =  ($146,616),  27%  of  total  revenue 

FY  1988  =  ($104,281),  4%  of  total  revenue 

The  provider  is  currently  operating  under  provisional  prequalification  status. 
Quarterly  budget  adjustments  are  submitted  to  the  Department  of  Mental 
Health. 

E.  Based  upon  a  review  of  the  fiscal  year  1987  Rate  Setting  Commission  1 100 
Cost  Report,  the  provider  incurred  a  net  ($46,845)  deficiency  in  EOHS 
contracts  and  support  in  the  two  programs  it  operated.  These  programs 
were  supported  by  Medicaid  and  contracts  with  the  Departments  of  Mental 
Health  and  Social  Services,  which  represented  83.6%  of  total  agency 
revenue. 
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F.  The  financial  statements  of  Westfield  Area  Mental  Health  Clinic,  Inc.  audited 
by  Abely  and  Waletkus,  CPA,  indicated  a  $64,159  fund  balance  comprised 
of  a  ($1 ,839)  unrestricted  fund  deficit,  and  a  $65,998  property  fund  as  of  June 
30, 1987.  This  balance  included  excess  expenses  over  income  of  ($146,616) 
which  accrued  during  fiscal  year  1987. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $549,167,  of  which  $459,091  was  generated  by  contracts  and 
support  from  the  Departments  of  Mental  Health  and  Social  Services  and  from 
Medicaid.  Of  the  $86,106  generated  from  other  fee-for-service  payments, 
$57,625  was  from  third  party  payers,  $17,752  from  municipalities,  $5,500 
from  grants,  and  $5,229  from  client  fees.  Additionally,  $3,970  was  received 
from  donations,  interest,  and  miscellaneous  income. 

The  EOHS  agency  and  Medicaid  revenue  and  support  received  by  the 
provider,  $459,091 ,  represented  83.6  percent  of  total  income,  while  other  fee 
payers  for  service  represented  sixteen  percent  of  total  income.  The  remain- 
ing revenue  represented  less  than  one  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative  agreement  with 
Westfield  Area  Mental  Health  Clinic,  Inc.,  which  addresses  findings  A,  B,  D,  and  E. 
In  addition,  DMH  was  requested  to  recover  the  $5,909  that  was  noted  in  finding  C. 
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Auditee  Name: 

Worcester  Area  Association  for 
Retarded  Citizens,  Inc. 

50  Franklin  Street 
Worcester,  Ma.  01608 

Audit  #:         0-261-88 

Worcester  Area  Association  for  Retarded  Citizens,  Inc.,  provided  services  to 
mentally  retarded  adults  with  twelve  (12)  types  of  programs  during  the  audit  period. 
The  provider  contracted  with  the  Departments  of  Mental  Health,  Social  Services, 
Public  Welfare,  Mental  Retardation,  Public  Health,  the  Massachusetts  Rehabilitation 
Commission,  and  the  Massachusetts  Commission  for  the  Blind  and  was  audited 
for  the  year  ended  June  30, 1987. 

A  summary  of  the  audit  report  findings  includes: 

A.  The  provider's  policy  was  to  capitalize  all  assets  that  had  a  useful  life  of  one 
year  or  more  without  regard  to  the  cost  of  acquiring  the  asset.  Generally 
accepted  accounting  principles  suggest  that  assets  be  capitalized  and 
depreciated  when  the  asset  will  be  useful  for  more  than  the  current  period 
and  when  the  cost  is  above  a  specified  amount. 

B.  One  invoice  submitted  by  the  provider  to  the  Massachusetts  Rehabilitation 
Commission  during  fiscal  year  1987  contained  an  overbilling  error  of  $407 
during  April,  1987.  The  provider  informed  MRC  of  the  error.  However,  in  a 
letter  dated  June  3, 1987  the  MRC  informed  the  provider  that  since  MRC  had 
already  paid  the  invoice,  no  recovery  would  be  made. 

C.  The  provider  failed  to  disclose  Worcester  Area  Association  for  Retarded 
Children,  Inc.,  as  a  related  party  on  its  Rate  Setting  Commission  RSC  1100 
Cost  Report  for  fiscal  year  1987.  Failure  to  disclose  the  related  party  was  in 
violation  of  the  instructions  for  preparation  of  the  Rate  Setting  Commission 
1100  Cost  Report. 

Worcester  Area  Association  for  Retarded  Citizens,  Inc.  was  originally  estab- 
lished under  the  name  of  Worcester  Area  Association  for  Retarded  Children, 
Inc.,  on  September  19,  1960.  In  1973,  WAARC  Residential  Homes,  Inc.,  a 
related  non-profit  corporation,  was  formed  for  purposes  similar  to  those  of 
the  provider.  The  two  corporations  shared  a  common  board  of  directors 
until  June,  1985.  The  board  was  then  split  into  two  distinct  memberships, 
each  one  derived  primarily  from  the  membership  of  the  originally  shared 
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WAARC  Residential  Homes,  Inc.,  adopted  the  original  name  of  the  provider, 
Worcester  Area  Association  for  Retarded  Children,  Inc. 

D.  The  financial  statements  of  Worcester  Area  Association  for  Retarded 
Citizens,  Inc.,  audited  by  Arthur  Young  and  Company,  indicated  a  $685,150 
Fund  Balance  comprised  of  a  $636,009  Unrestricted  Fund  Balance,  and  a 
$49,141  Restricted  Fund  Balance,  as  of  June  30,  1987.  This  balance 
included  excess  expenses  over  income  of  ($80,204),  which  accrued  during 
fiscal  year  1987. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $4,594,730,  of  which  $3,358,214  was  generated  by  DSS,  DMH, 
DPH,  DMR,  DPW,  MRC,  and  MCB  contracts  and  support.  Of  the  $977,488 
generated  from  other  fee-for-service  payments,  $97,984  was  from  HUD, 
$97,424  was  from  private  contracts,  $86,285  was  from  client  rents,  $628,205 
was  from  subcontract  income  and  $67,590  was  from  cafeteria  revenue. 
Additionally,  $259,028  was  received  from  the  sale  of  property,  interest, 
vending  machines,  and  contributions. 

EOHS  agency  revenues  received  by  the  provider,  $3,358,214,  represented 
73  percent  of  total  income,  while  other  fee  payers  for  service  represented 
twenty-one  percent  of  income.  The  remaining  revenues  represented  six 
percent  of  income. 

EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with  Wor- 
cester Area  Association  for  Retarded  Citizens,  Inc.,  which  addresses  finding  A. 
MRC  was  requested  to  recover  the  $407  identified  in  finding  B  and  the  RSC  was 
requested  to  review  finding  C  and  determine  if  this  information  has  been  taken  into 
account  in  computing  rates.  Appropriate  responses  were  received  from  DMR  and 
MRC  and  the  audit  was  closed.  A  response  was  received  from  RSC  verifying  the 
information  referred  in  the  audit. 
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SECTION  IX 


GLOSSARY  OF  TERMS 


Audit 


An  objective  and  independent  critique  of  management  operations  and  perfor- 
mance. Governmental  auditors  examine  not  only  books,  records,  and  financial 
statements,  but  also  review  for  (I)  compliance  with  applicable  laws  and  regulations, 
(2)  economy  and  efficiency  of  operations,  and  (3)  effectiveness  in  achieving 
program  results. 

Conflict  of  Interest 

A  conflict,  for  an  individual,  between  loyalties  owed  to  more  than  one  source. 
Conflicts  for  state  employees  or  persons  paid  under  consultant  contracts  with  state 
agencies  are  governed  by  G.L  C.268A,  under  the  jurisdiction  of  the  State  Ethics 
Commission.  Conflicts  for  employees  of  private  organizations  typically  arise  when 
the  duties  owed  to  the  organization  and/or  its  clients  conflict  with  the  financial 
interests  of  the  individual. 

Compliance  with  Terms  of  the  Contract 

EOHS  has  issued  approved  standard  contract  forms  for  all  social  and  rehabilitative 
contracting,  and  annually  promulgates  the  EOHS  General  Conditions  which  are 
incorporated  into  the  contracts  (see  below).  Further,  some  contracting  agencies 
have  required  that  additional  contracting  conditions  be  included  in  the  terms  of  the 
contract  (e.g.,  DMH  and  DSS  Contract  or  Audit  Manuals  or  Guidelines).  Com- 
pliance with  these  is  included  in  the  broad  definition  of  the  "services"  which  the 
Commonwealth  is  purchasing  through  the  contract. 

EOHS  General  Conditions 

A  set  of  generally  applicable  standard  contracting  principles,  promulgated  by  EOHS 
for  each  fiscal  year  pursuant  to  the  authority  granted  in  G.L.  c.6A,  S16,  and 
incorporated  into  every  contract  entered  into  by  any  human  services  agency  for 
consultant,  social  and  rehabilitative  and  transportation  services. 
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Excess  Revenue  Over  Expenditure  ("Surplus  Funds."  so-called^ 

Those  revenues  derived  as  a  result  of  a  provider  organization  being  reimbursed  by 
the  Commonwealth  in  an  amount  greater  than  the  actual  costs  reasonably  related 
to  providing  the  services  which  the  Commonwealth  is  purchasing.  In  many  cases, 
this  results  from  underspending  rather  than  overpayment. 

Excess  Expense  Over  Revenue  ("Deficits 

Those  deficit  revenues  derived  as  a  result  of  a  provider  organization  being  reim- 
bursed by  the  Commonwealth  in  an  amount  less  than  the  actual  costs  reasonably 
related  to  providing  the  services  which  the  Commonwealth  is  purchasing. 

Financial  and  Compliance  Audit 

All  Federal  and  most  State  and  local  governmental  auditors  (including  EOHS/OAA 
staff)  and  contracted  auditors  (per  the  EOHS  General  Conditions)  must  adhere  to 
the  standards  and  procedures  of  Generally  Accepted  Government  Auditing  Stand- 
ards (GAGAS)  as  promulgated  by  the  Comptroller  General  of  the  United  States. 
These  Standards  incorporate  the  field  work  and  reporting  standards  of  the  AICPA 
and  include  supplemental  standards  and  requirements.  A  financial  and  compliance 
audit  could  consist  of  two  types  of  financial  audits,  financial  statement  and  financial 
related  audits. 

Financial  statement  audits  determine  (1)  whether  the  financial  statements  of  an 
audited  entity  present  fairly  the  financial  position,  results  of  operations,  and  cash 
flows  or  changes  in  financial  position  in  accordance  with  generally  accepted 
accounting  principles,  and  (2)  whether  the  entity  has  complied  with  laws  and 
regulations  for  those  transactions  and  events  that  may  have  a  material  effect  on  the 
financial  statements. 

Financial  related  audits  include  determining:  1)  whether  financial  reports  and  related 
items,  such  as  elements,  accounts,  or  funds  are  fairly  presented,  2)  whether  financial 
information  is  presented  in  accordance  with  established  or  stated  criteria,  and  3) 
whether  the  entity  has  adhered  to  specific  financial  compliance  requirements. 
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Fund  Balance 

Fund  balance  is  a  reflection  of  a  non-profit  organization's  net  worth  (assets).  This 
includes  separately  accounting  for  restricted  and  unrestricted  resources. 
Restricted  resources  are  either  legally  restricted  by  a  donor  or  another  outside 
party,  or  designated  by  the  board  for  a  specific  purpose  or  use.  Unrestricted 
resources  are  available  for  any  legitimate  use  by  the  organization.  When  such 
resources,  together  with  the  related  liabilities  (debts)  are  accounted  for  separately, 
the  separate  set  of  accounts  constitutes  a  fund,  and  the  net  assets  in  the  fund  are 
called  the  Restricted  Fund  Balance,  or  the  Unrestricted  Fund  Balance.  An  organiza- 
tion may  have  several  restricted  and  unrestricted  funds.  Combined  restricted  and 
unrestricted  fund  balances  taken  as  a  whole  comprise  the  organization's  fund 
balance. 

Internal  Control  Findings 

Internal  control  findings  are  those  audit  observations  which  address  material 
weaknesses  in  the  organization's  system,  and  all  of  the  methods  and  measures 
adopted  by  it  to  safeguard  its  assets.  This  system  should  provide  built-in  checks 
on  the  accuracy  and  reliability  of  its  accounting  data,  promote  operational  efficiency, 
and  encourage  adherence  to  managerial  policies.  Generally  Accepted  Auditing 
Standards  (GAAS)  and  General  Accepted  Government  Auditing  Standards 
(GAGAS)  require  certified  public  accountants  privately  hired  by  the  organization,  as 
well  as  government  auditors,  to  initially  examine  and  evaluate  an  organization's 
system  of  internal  controls.  The  standards  also  require  the  auditor  to  disclose  to 
the  organization  any  material  weaknesses  encountered  in  its  systems.  Under  the 
new  Uniform  Financial  Report  system  issued  by  the  EOAF  Office  of  Purchased 
Services,  all  contractors  will  be  required  to  file  a  written  report  on  its  internal  control 
system,  prepared  by  its  CPA  firm,  with  the  Commonwealth.  Unfortunately,  this 
requirement  will  not  be  in  place  until  the  fall  of  1990,  for  FY  1990  reporting. 

IRS.  DOR.  PES  Filing  Requirements 

Requirements  applicable  to  corporations  or  other  business  organizations,  and  the 
individual  employees  of  such  organizations,  imposed  by  federal  or  state  laws  and 
regulations,  under  the  jurisdiction  of  the  Internal  Revenue  Service,  the  Mas- 
sachusetts Department  of  Revenue,  or  the  Massachusetts  Division  of  Employment 
and  Training,  regarding  reports,  returns,  or  other  documents  which  must  be  filed 
with  such  agencies. 
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Performance  Audits 

Performance  audits  include  economy  and  efficiency  and  program  audits.  Economy 
and  efficiency  audits  include  determining:  1)  whether  the  entity  is  acquiring,  protect- 
ing, and  using  its  resources  (such  as  personnel,  property,  and  space)  economically 
and  efficiently,  2)  the  causes  of  inefficiencies  or  uneconomical  practices,  and  3) 
whether  the  entity  has  complied  with  laws  and  regulations  concerning  matters  of 
economy  and  efficiency.  Program  audits  include  determining:  1)  the  extent  to 
which  the  desired  results  or  benefits  established  by  the  legislature  or  other  authoriz- 
ing body  are  being  achieved,  2)  the  effectiveness  of  organizations,  programs, 
activities,  or  functions,  and  3)  whether  the  entity  has  complied  with  laws  and 
regulations  applicable  to  the  program. 

Public  Charities  Filing  Requirement 

Pursuant  to  G.L.  c.12,  Section  8F,  all  non-profit  charitable  corporations  must  annually 
file  a  form  containing  basic  information  with  the  Public  Charities  Division  of  the 
Department  of  the  Attorney  General.  In  addition,  such  organizations  with  gross 
annual  revenues  of  $100,000  or  more  must  annually  file  certified  audited  financial 
statements.  Under  the  new  Uniform  Financial  Report  system  issued  by  the  EOAF 
Office  of  Purchased  Services,  all  providers  filing  the  Uniform  Financial  Report  may 
be  deemed  to  have  satisfied  this  filing  requirement  as  well. 

Rate  Setting  Commission  Cost  Reports 

These  documents  report  actual  costs  incurred  by  a  provider  organization  during 
the  fiscal  year.  The  cost  report  states  the  financial  position  and  results  of  financial 
operations  of  the  organization  by  providing  a  balance  sheet  and  financial  statements 
and  schedules  illustrated  on  a  program  basis  (one  program  may  be  funded  by 
several  contracts).  The  report  also  includes  numerous  detailed  schedules  of 
selected  costs  and  program  questionnaires  with  additional  requirements,  including 
the  reporting  of  all  related  party  transctions  and  tax  payments.  RSC  has  used  the 
cost  report  to  establish  rates  of  payment  based  on  historical  cost  and  as  reasonable 
justification  for  those  rates  established  prospectively.  All  cost  reports  have  been 
certified  under  the  pains  and  penalties  of  perjury  by  an  officer  of  the  organization. 
The  cost  report  most  typically  filed  by  providers  of  social  and  rehabilitative  services, 
the  RSC  1100,  has  been  replaced  for  FY  1989  cost  reporting  by  the  Uniform 
Financial  Report  issued  by  the  EOAF  Office  of  Purchased  Services. 
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Related  Party  Transactions 

Financial  transactions  (e.g.,  leases,  sales,  loans)  between  two  or  more  individuals 
and/or  organizations  which  are  associated  or  affiliated  by  common  ownership  or 
control.  These  relationships  are  not  pei  se_  illegal,  unless  a  conflict  of  interest 
results.  However,  disclosure  of  such  transactions  by  non-profit  corporations  has 
been  required  by  the  Rate  Setting  Commission,  the  Public  Charities  Division  of  the 
Department  of  the  Attorney  General,  and  the  Internal  Revenue  Service,  and  failure 
to  disclose  as  required  may  lead  to  imposition  of  appropriate  sanctions.  If  such 
transactions  are  entered  into  in  an  attempt  to  obtain  reimbursement  disallowed  in 
regulations  of  the  Rate  Setting  Commission,  then  RSC  can  disregard  the  legal  fiction 
and  treat  the  related  parties  as  if  they  were  the  same  entity.  For  example, 
reimbursement  prohibited  by  constitutional  provisions  (e.g.,  Anti-Aid  Amendment, 
Credit  Clause),  cannot  legally  be  obtained  by  conveying  the  property  to  a  second 
organization  and  "leasing"  it  back. 
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